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a:. EM?L0Y?1£NT policy to fight RE1^_3N a* . "^"lAnON 
S^ter^nt cf the ^i3tio^al Counci' . ' Eir.p*: .■ymer- •''rlic 



^re American econony is suffering *0'i: ■ - "~~ 

- ry z=r i ods In its h i s tor>' ---Qupjec • _ _■' _ e.xi£f2n3£i - 1 - h 
iesr:z.T.::>':nert. The country needs policies " oiiz^irar^ci^ 
£=t:!:r . i .:-it the extent and duration of tnc- "msstricm, u.r:~^ ; - Ine 

.^3^1 of p 7 1 h upp n th e _ _di sad V a n taiged a ur^^nr . p yed . _ : • r^^r^iif^ i - " '" . v"" 

cu,. ^ni 2ui5l_ic debate views grQwirc'g unesnn -^ert: as r^-: on', is , : -^rar 
- -^"I^tic- . Recrgnizing the seriousress tr. proi^'sTE.'-. ^: : tie 

-- .:zior.s dizojt thii' relationship^ bet«*een -r^- -Pn_dr: _t^ . '. 

• '^oni F'^st, what contribution wi " ' a t.:- evere rect ^^r- 2^t-r^e tr 
'■::^cir?c Ir-'laticnao* pressures? Se'Ccr::d, v..^ nucr V.' r- — -oraJ. 

— ^^tercyc*. : cal enployinent and training neasur*--.. 4<;grdviz;e nf]c _ ^i-*" 

.:jcth _qLie_sticns is:. "Very lit-le." ^ ^lieve thv\-* p- 
Eijribis — arn that policynakers shoulc purs,:- t:^en — 'z-^ :n; '^t^^ rre 
. ':ens :* the recession and speeding reccvtr- of tr= 'no ■^oli 
.:-ibiit''-:- 10 a resurgence of inflatio-^.. 



will the Recession End 1^-;: -^n? 



* " e ba s 1 c ca u s e s _ of t_he c u rre ^ t : n i U n i -2 ' v h e p c-*"'' ^' - *'C^ cn 

-reasing" e^pens'ive foreign oil, an excessi^ growf : e:^ -'-":re- 
: ites (in rart to pay for the oil), s'^oWer prrnuctivTr.;. ^r-'^j^f-. ^-r ex- 
iss i ve s pen d i ng by con s une rs_ (in pa rt _ a s _ ant— pa tic- _ ' * ■"-.tu - : jij: ed 

-chasing uower of their Doney}. Recession ir z.te s^cjrt : -^z.^:::^^ our 
oenand fOr 'oreign oil, but will not wean us -t ..'ne' me mor^y 

r t s 1 0 r e c 0 V e r . Pro d y c t i v i ty _ 0 rd i na r i 1 y fa \j r i tre 5 r 1 r ::r . - .= ; q f 
i recession., as plants are operated at less 'tn^in apt'^nu'- W -e's, :.it 
tcinds -to rise again during the early stace- recov-: 7 ::ro: .:ion 
sz^edules expand. Beyond the ij.:pdct_ of tre ?5_cy: -: on r^ocuct 'ty, 

tr.? secular . growth rate 0-. output per wo^*<r, r, 5 ^al'^' in - ■■-rqr- ^=rs. 
Tt- -is neans tnat the potential output of ou r ~::=;irTOTy is jr : ,-/" :-i "3st 

.1'^ P^st. rieanwhile, nonetary ■!r:;cr< x''-*' -^it-^s fir. < 2>een 

r^T^ihTy erratic. At tines they a.re laf^e, i^ 1:11-:, tc - .ict cjr T'vign 

I -rjtll; but then the authorities have : ' i - T:cne-ar leash 

r-^ir ting high interest rates, reducec inv -t, _ -T^cess~or. 

';::nsumers have naintainefl cdnsurrr-*- level£_ m t^e 'ace of 
•filing rec' incones by reducing savings-.-^. "j/'I^g. _ -^on _crec"_T In- 
/espients resulting in productivity growth 'creascr avail at^ ; ity of 

gcoci and services were not inflationary, b'j- .■hiz\ir<"' for noncroducing 
equlorent snd highly speculative inflatix- ^''-r.^s ^ere. __ Gcvemnent 
spending Decones inflationary only whe*- . ex-'- ^r_. -es ■■ :~eed tc.x "^evenues 
while the economy is running at close to -1::^ c^-i^^c' . , Any deficit in 
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t-rmes or nigh prc^^-ictiCT. ^ ' 
':zrB fapicly than the fl-.- 
"■efi' :t1on of -d(mdnc;. pu. . 
. ncrease, not iec.*~eds£ .tr-. i^sf-rci 
'ver $40 STiIibn -rcr f:sc :! :9 

sjpply S7ce--leac ;ri5 to * : 
rne pnces cf th-ir ccccs 



r; at ion: 



--^OCuCt'V" ty. 

reversec only tc rhe ext-: 
fill for an 5xr*'^dec per 
tions te *rer: i^o ^if.le i: 



coric. j::e tnci: 
a.'^c nsr^r. ce^r' vatic-, ^ii" 
i/^.f i 'j_err_e _:r cons :ra ini 
0:1. prj-es xas c K^'^ -ie 



outes to d "'"ow of exp^er.dv.^reL 
.3ut;;:Jt uf crjQds and s-enr-ices — rh^ 
rrflaticn. BiLt, tnoirgh tne rcr^s: 
even a projectec feai-ra' :r 
is . a .r:incr_ influenc ? "in i " : - 
* tne carrenr in^latirn hc.-e r^-j 

^^ryj>_es at r^^ri-s, hic i-- th^:;- 
:Dectat^CJ^s :jilt int:^ tr-r 
w?]e believe irat ?r;:es «v 

Ajw _real__an.cl last ng car _ ; 
co-^e to attack irr tiori'v ct 



a recession: 



"ecesiion, _a:_r.i9n c 
cn'y a •■oces: tej:^?^ 
.ition in the Icng rjn. 
I'" contr-ibjt'i'lc to tht^ 
further. o:l ::rice ir ' 
c ;ave falle". ^dc< tc 



' n-: 



reasiric: 
c*.ass:c 
or: «i ; 7 
::lt of 
^il iiori 
r-n tne 
raise 
:es iri 
» c:re 
:ze or 
oecta- 
:aLses? 



[■z nttie 
ing. of 
:ce;eratec 
\.t r^gni- 
course 
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fie :^'-:ng rr 
■i co?^wor^t1o'".ai w'isoor . 

no *ess >o: Tax rece^:. 
^ri j-ercloy -ent Csjses e-:-; 
jTig! Cy- ".en t i ^S"J ri r,ce , 
nc-uZ any Z'- 
cpe 0* a bal an:^ 
jno^'y •■er^ains ■j'^Dal a_nc^' 



:vcrl e*er. 



• •■^at icvanti :e or 
"into T'l-^.y a/ scon as 



Me 
"ore 

t,rd'-s can t>e 



a rec : 
can be • 
"unted a*": 



■■•b-. ba.anc'in-;;;, tre *e-:l' 
' . f-itting taxes r.-^rin 
:>c-ioe-i the -^irst as c 
o^'op due to re^ducec 
■ '^t'jres to_ris_e_ '^or.e- 
J* '"c assTsta-^.ce and 
'^''ate anti-recess "io^ 
*ece'"al .bucge t _ e : 
AntT-reces: "on 
ertessive out bee 
' '.^ .^^tOTi^ic s 
:y::^ert rir,:i. '-core 
'1 "is certain. Toe c 
""^^ . ^.^..^-^t jtner a 
.^e: .--ted. 



" t^e same 
f;e second 
":o(*-r5, and 
-ra. suc.^^ 
'r, - c „ • : ] 

V.rce ■ 

•--•b-te to 
tco_ late, 
tnat thev 
e'" and e/en 
""y. "'AS. begun 
■■•?r;ed ics and 



•::ut r.-rn tne pete':- :dl T--latiorary con: 
no dr^j-.,ent a^a- nst ;^9asu':e-_ :d defend and redress . 
es;:^cially .i-en :r.e rec.ei^v: nas oeen oeiioerate' 
inflationary pc"-:cy. E • r^.e^tsry justice cenands 
surfer, and e-/?'* :;:ay pre-' 
whc__p_ay . Its. pr-ce. It 
recess lor; r«ai>y-:*s, whic^ 
the latter rr^eaiures tn^i 
non-inf iationarv eleinent- - ".tice: 



zr - G-eficit ^S 
•rijsr -'s victir^s, 
' Jti: -S an an ti- 
." z^zi V who do not 
ron t-.e downturn,, she' ■ ^-.e CLj-:>:ns of tho^e 
-he belated deficit sic-n'^ng, -^ct the ant1- 
jrcve to be ^odesrly — !-*;itiona-v. Financing 
_ increaseci taxes opo^ th-- beneficiaries i s 



Uhich Anci - Re cess ion rieasures? 



_. Unenp^'^ojoenr i nsu rarice i s the _ tra c2i_r t crial f i rs t_l int^ pun 1 1 c 
se^- ice enployner.z 1s increasingly the second line, of def^eitse ^cainst the 
ir :y\e and eiipi ayiuent losses caused by a recession. Beth have their 
st--::^ngihs _and _weraicnesses_ and are in need of ba^ic reforms, yet they are 
ne**»*::jec: in the current recession. 



Tr -ale of Unerrr loynent Insurance 



In 1975., at the depch of the iS7C-75- recession, the :price tag of 
r': -:ner;p"^oy!:ient insijrance system was SIS billion. Altmougn the system 
' ~ oned tn e i npac t _ of _h i gh unenp ! oynen t i i_t _su_f f e^ e<l f r pci expe r j enr-e. 
* rzzz fufids were depleted, benefits were extended and ccnyerage expanded. 
w(:nl»i ;Db creation proqrarns were being expanded under CZTA, there was 
. :erTous cnoi-grt given to coordination bej>feen__the_ jobless .beneTit$ 
-'-r:-'-dns anc I'^.e cETA prograns. Regrettably, this niay be hapcening again 
-.".e C;;'*^e'^t recession. 



w':^ployment insurance is a useful r«ams for supporting job 
se£ by t'^p unenplayed- and for teriporaril y helping those Tikely to be 
recalled, rowever, UI also cay subsidize f«riods__c_f inact'vrty and _ non- 
par: -cti on for individuals witho.ut job skills or reasonable j^o pros pec tr-; 
Ex-'^ssive extensions of the duration of unenp loynent insurance Denefits nay 
z'.y :ira^ out the periods of unenploynent and nonproductivity of those 
i;~-(:'ployec who ire nost acutely in need of training, while crarninc t^ UI 
t^ ^st funds, jn<3er these circunstances, we believe that there are mre 
p—"-3jctive uses of public funds than the excessive federal extensions of LJI 
w-"^ jch or.cjrred in the last. recession. Unemployment. insurance. benefits last 
a -^aximuc of-26 weeks in nost states with an autor*at1c federal extension to 
J weeks triggered by high and persistent uner^ployoent. In the 1974-75 
r jce_5 si on duration was ext_en_ded_ _ej(cessively to a r-.axipur: c- 65 weeks. As 
c alternative to UI extensions, we believe subsidizec enolcynent or 
'•-airing should be offeree to exhaustees. 

- - We farther believe that the -e::ployrient prospects of UI recipients 
r-Quld be analyzed at the end of 25 weeks of unenp loynent. Those with 
'"i nen t reca 1 1 pros pec ts mi gh t continue _ i n an income, 1 ntenanve _ s ta tus . 
- .■r- the others, _-_fands should be used to expand, employment and training 
or^^ortunities. C£TA prine- sponsors should be allocated sufficient nonies 
provide trairir^g or public service er.ployr^nt to UI exhaustees seeking 
•er- loynent - 

1. Individuals who have TOrginal _skil_l_s _s.houl_d_be placed 
in skill draining programs. Training during periods of 
recession offers- low social cost opportunities to 
increase tlie nation's productivity. .__We_ believe that 
increasing the skills of the unenployed will ultima tely 
nake these persons more employable. Also, it will 
increase the level of earnings they can command in the 



futui^.^i^ne at the tiae caking our _lai)or 7;. 

aore cocpetltive with foreign woricers. Training .oppc- 
tunities also should be available to.those persors -«:r: 
limited skills and job prospects v«jho cay wish zz '^ny 
thenselves of training rather than wait until 
unecployaent insurance eligibility, _has been exha. 
{This should be a voluntary decision, however, aenc 
constitute a "work test-"] 

2. persons who have . no imnediate job prospects irrz wfi-: 
have skills usable after the recession efjds 
construction workers), should. .be__offered the ^.!:ir- 
f^tive _of countercyclical public service er.pl oy'^;ei;r or 
jobs in public works procracis. Such enployner* ^i]' 
have the distinct advantage of /ie1 dijig _a pro^-'.rt tc 
society ..which is_ not the case if these unerf^lrvec 
persons nerely get 01 extensions. 

't'-e basic philosophy behind tnese proposaLs is sinp:!^. -e be- 

litf>ve that society can gain nio-re -fror: the productive use of- its nu^^n 
resources (through increased skill levels or production of usi^^tul c^utptjt) 
than fror. long periods, of __pay:nent_for invcl;-nt3ry icleness^ S:.cgetary 
costs ^ woulc rise because of the costs of adrrrnistering emr^' ^vrre-t and 
training -prograns and the likely preriun of wages over incore ra-rtencnce 
benefit levels. 5ut_ tA^se. would be_nore. than offset by the e^ncr -z ^alns 
of _ ad.ded. output, future productivity, and the prevention of '^ne -etili- 
tating consequences caused by forcec ^'cler.ess. 

_ However, . ihese proposals, a'.ong ^^th other longer-- ;,- reforms, 
though bacly needed, nay take tit.ie tc oe fashioned anc ir.pl er.er.ic-. In the 
shorter run, ihe basic weaknesses _of . the unenploynent insu-^^fice rysten, 
which. _ha.s_ not recovered fron the strains of the last r^cessio^, riust be 
recognizee. It is no longer in shape to serve exclusive! v as t.'"-2 first 
line of anti-recession -lefensc-. .. It. .needs early and ;reater collateral 
support fron the public service ernpl Oyrnent prOijran. 



The Job Creation Alternatl/e 



._ During the .early _anr, ,--id-1970s, public service enp": oy^ent (?SI) 

was revived as an instru«nent of fiscal policy. It was designee essentially 
.^s s -oi^n*ercycl:cal weap, .i and used in a conscientious.way tp__'^dyce. the 
aggregate level of unenrloyrTent. . But, as the uner.pl oynent'. rates declined 
fr-oo the 3. percent range to the 6 percent range, the enablinc legislation 
wa s a 1 te r ed . * i t h the 197c CE TA anen dine n t s , pub 1 i c _s e.rv_i c e . er p 1 gyre n t _ wa s 
converted Into a^ j^ob creation prog rap targeted to serve the eccnonically 
disadvun^^ged and the long-terrn unemployed— a necessary long-run Driority". 
However, because of tnese legislative changes, p-jtrlic service employment is 
no longer as well suited to fill its countercyclical role. 

The Council belie.es, therefore, that the following actions are 

necessary: 
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The CTTA cc"::ponent ciesigned to provide public service 
jobs for econonically d1sa(^v^^t^ged and strjcturally 
unecployed should be! retained with subst2ntially in- 
creased funding. With the increase in aggregate un- 
enployaent, the clients of tnis prograc are now _in_an 
even worse, cjwpetit situation for jobs, given in- 
creasing . nan:bers of persons available who ere better 
qualified to fill .-egular job openings. 



2. C::iA already authorizes a countercyclical public serv- 
ice eriployment prograni. A fundifig trigger nechanisn 
was built into^ the jeglslation to niake funds available 
to einploy 2D percent of the number of persons in excess 
of V percent uneinploynent and 25 percent of the excess 
above 4 percent, when the^ unesnploypient rate is . over. 7 
percent.,.. However.. Congress has not appropriated the 
funds the le<;islation promises. The necessary funds 
should be nade available without delay. 

3. The 1978 CETA reauthorization, as noted, restricted 
eligibility for counrercycl ical_ jobs largely to the 
structurally unemployed and nenbers of low incone 
households^ -To restore t.e original countercyclical 
role, the following changes should be adopted: 

a. Eligibility criteria shouli consider the 'ehgth of 
uneinploynent and not only family incorve; persons 
who haye_been. unemployed for x5.oat.of the past 26 
weeks should be eligible autonatically. 

b. A wage _cei_li_ng _ .should _ be set. for the naxinun 
federal contribution, but the federal ban on local 
governr.ent supplementation should be rep^l_aced by a 
local or state, option to increase wages on sone 
proportion of the joDs created. 

.1" ..^^^"^ -TO" -0 providing jobs__.to_ unanp.loyed persons, these changes will 
greatly reduce .the current adninistrative burdens- of checking and rioni- 
toring fanily incanes in order to verify eligibility, and will allow a 
higher quality of work to be accomplished. 

During the 1970^. the effectiveness of counterryclical job 
C'"^'^^^?" P'"09'"ans was inipeaed _ because, they --ere. .introduced late in the 
reces_slpn. .Consequently, the rules and regulations were drafted hastily 
and^ there was inadequate tine for appropriate planning or staffing. The 
rapid expansion of counterycl ical public, service, enploynent. in .1977-78. 
after .recovery _was well . underway.. . greatly overtaxed- the administrative 
capacity of the_ CETA syster, leading to well -publicized errors and in- 
efficiencies during inplenentatipn^__ As.a .result._.th.e application. of PS£ as 
" countercyclical, tool was criticized for the wrong reasons. If counter- 
cyclical public service enploynent programs were in plac.r before they were 
needed, the expansion of public .service. employrnent.as urjepployment rises 
could. be..inplenented in time to sti,:iulate the economy and ♦'o provide nuch 
needed jobs. 
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For r.ne future, rne Counci] believes that specific provisions for 
!'°?J?^"^-^on of a stand-by ..countercycncal _ j;ublic. service ecployoent 
pro^ran _Witn a j^eneral labor force focus shoulc be ade^ to XETA. The 
primary intent should be to have a countercyclical ^^rogrsn trigge^ec anc 
funded once the neei arises. 



The Frivaite-S ectdr JlUer hativt 



While considering needed changes in CETA public, service, enploy- 
Pn^vi.slonsi the relatively untried program tc promote private, sector 
Initiatives should not be ignored. >t0St employers have a difficult tine 
participating in progra»ns for the disadvantaged and t^? unecplpyed.when 
^^elr own pennanent enployees. _3_re _on layoff.. But all ecployers are not 
inpacted upon equally, by recession. . The CETA private Industry councils 
shoulc be encouraged to experir^ent with what can be accomplished by sub- 
sidized enploynent 1n a ti^ie of '-"gh unenploy^nent. Private eri^loynent has 
generally more potential than pub": ic enployr^ent for long-tern solutions of 
the woriting life problens of the disadvantaged. 

Hut Uhat About Inf^a^'bn? 

Paradoxically, higher energy p. ices are a necessary conponent to 
any long tem solution to persistent inflation in tne.US ecpnory. Boosts 
in_pi_l_ prices . cannp_t_do_ a. greac deal to Increase donestic cil production 
because •■eadily accessible domestic - reserves have been consuned. 3ut 
alternative energy sources become viable when oil prices at_least_e<}ual the 
production cpst3 pf those. alternatives. These higner energy costs. are the 
price th^t nust be paid to end excessive dependence or. foreign oil. The 
tine for these higher costs to be inposed i.s_ ea^rly _ In a ..recession when 
Q ther _ pr i ce_ pressure. cay _ be. sonewhat domant and not later when both energy 
der*and and other pressures are rising. 

Tax_ cuts nay be _nef;ess.ary tu offset .the effect of payroll. t2x 

increases and the nsing taxes triggered by inflation which riiay inauver- 
tently thwart a budding reccvery- If._tax cuts_arc- In troducj^,_ they, should 
be_ djrected to_ help, thpse.nost adversely affected by inflation and unan- 
p.loynent. Cuts designed to increase consuinptlon nay speed recovery but 
they w1 1 1 ol .-i:05 1 certa 1 nly cent r1 bute to a . 1 a ter resu rgence of 1 nf 1 a 1 1 on , 
'Ota] _ purchasing. .^e.r.c^l »e r<i1ntained. by. tax cuts, design'^d to increase 
investment- and productivity.. In generil, this resulting investnent will 
higher quality jobs than those created by consunption expenditures- 
Howeyer, it .is_ . difficult, _to_. get.. the private sector to nake these needed 
investnents when idle capacity already exists. 



A Policy of Rest/ained Recovery 



This brief statement presents only two neces^^ary elements of a 
coctprehensive policy. The pre-1973 recessions usually justified a single- 



nincec .;M:licy:_ /.Get _Ar.erica ;©yir:- a^ain!- Reccvery. pglici.es. _in _:?75 
should net have been, tnai lirriied, and .in JI9SC nast nr^r be so sicpn'siic. 
There are two .-justifiaole objectives: [1) ^ase the burdens of these paying 
the price. of_ir:tenced.dn:i-infiaiion_5ains f or _the rest .of us, and iZ} _Get 
tne country onto. a non-inflationary growth rracJc. -e know far mere about 
how to CO the first than tre second. Yet ■nr.i]e the seconc coai --.av be 
difficult it is net ^possible. 

Our econory needs careful, delioer^te y^z aggressive appl ic-itions 
of incorie .nalnt^nance* training,, and .jpb_ creation policies.. _:t . requires 
also extrene care _in tax re^uctior pel icies» focusing on tne cuts justified 
on tne Das is of irprov ec invest:'~.ent in productivity. It also calls for 
-biting tne.b^llet" .in .solving our foreign energy dependence, _ restraining 
rnoneta ry :rown, a.nc_..re-"oving otner str^/cturdl con tr"''^j tors to inflation. 
Solutions to the inflation probler:: are integrally to tnese long^rjn 

?roble-s, .ir:cluding_ reduced, dependence upon__fore cr. .energy . sources » 
mcreasec rode^-ni ration th^ougn capita.1 investnen and techno' ogical 
change, i::proved productivity, expanded foreign r^rkCwf for uS-r^ade goods, 
and increased corpetit.i.on in donestic 'JS parke.ts. iri.es. for acnieving 
tnese.enjs are likely. to be filled with '•isk and uncer'^ainty ; but tney nold 
potent'3l -0'^ stibilicin.^ the Ar:ericcr econor:y and strengthening the 
foundatici^ -or renewed growth and expansion. 
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THE \££D FOR A COm^GEM COUrrERCYCLiCAL ?S£ PROGRA.r 

Vemon Briggs, Jr. 
Cornel; University 



9\Py:^jer.z dr.C training pcircy to occur in trie past tecaCe v^s the revival of 
job creation progranis- Virtually dor:;ant as a policy instnjr^ent since the 
1930s, pjtjlic s_ervice_a::plpyi.ient ;?SE) 5ecdJ.^^ a contender in the 19705- for 
prpn-:ner:ce _":n the ration's arsenal of policy -.rfeapcns to cotntjat unerplov- 
r.ent- The .evolution of ?SE curing this era has been laced with controver^sy 
crmcisn. *i t-Jn the.span. of a rrere ten years, ?SE has not only tiad 
tp.cocpete.with rrtore traditional policy ;:iedsures for support; it has also 
been forced into s'r\ar;>}y divergent roles as the result of frequent legis- 
lative changes in its prograrratlc content and objectives. 

--itn_the substantial increases in uns::ployr«nt rates as the 1980s 
begin, :>SE Itf present. form_ha_s been stripped of any real potential as a 
countercyclical policy instrurnent. Its usefulness as an effective neans o**" 
conbatinr; general unerpl^oyment has been nullified by the Comprehensive 
Ernployr^nt and Training Act_iCETA)__ Anendnents of 1978. Without abandoning 
the eccnoricaljy. .disadvantaged fr on a chance tO- have access to PSE posi- 
tions, n Is . essential that ?SE also be made available to the general laoor 
force as^weil . For unless . chang^es ar^ nade in_ the existing legislation or 
f^r?* tit»e IS added, .it will be imporsible for any adninistraticn in the 
193G<; tn [jtiiItp p^? ^f^o^riyd instrupe t cf f-i*-'"*"' 



A Brief Policy Review 

During the_ late 1950s, _ the . need for soae form of job creation 
PrPS^sr; was noted by several congressional corwnittees. PSE was also 
sperifically advocated by a number of pres1^ential advisorv comissions 
during that era. But it was. not. until . 1971 that a specific PSE pronran w;-:s 
enacted.^ Tn en, with unerployment rates on the rise (in tne high S'percent 
to low 5 percent range). Congress initiated and President .N-"'xon signed the 
Dnergency Enploynent Act. f E_£Ah of 1971. .EE^ .was the fi.rst str.a-ightfOPward 
job.crea.tjon _law to be enacted in the United States since 1955. EEA was 
enacted as a. pure fon:: of countercyclical PSE. The jp_b_s. created werV to be 
"transitional" in nature. It had -a general popalatio?? focc:s bat with a 
strong preference given to veterans. 

^_'"^^5^."^"."^^_y.f. .the E.E_A pro^rar . as _wel i._ as riost of the otner 
existing r^npower prograrrs were r;ierged into the Cot,:prehensive Enploynent 
andjraming Act (CETA) of 1973 (which became effective on July 1, 1974). 
C^.n created a nationwide system of prir^e. sponsors to adrrjinister nost of 
the programs authorized by its provisions. Under the original CETA of 
1973, PSE was aatho*^ized under two titles. 



Under Title I, a loAaJ pr^f^e sponsor was free _ to .choose frpin a 
variety of. different hULian resource services . in order to achieve a con- 
bination of programs that seened nost appropriate for the citizens of its 
drea. Ainong thp fundable array of programs _was public_seryice_enp]oyfnent^ 
Under Title II, funcs were available solely, for PSE purposes but restricted 
to areas where the unenployi;ient rate was 6.5 percent or i.iore for three or 
iliore consecu t i ve _ month . Thu s ^ . Ti tie _I I_ PSE _ wa s. .es sen t i aj 1 y conn te rcy- 
clicdl in its intention and it had a general population focus. 

Hard! y . ha d C E T A beg u n _ b e f o r e^ _i_ t _wa s ame n de d _ i n _ 1 a t e 1 97 4 by. the 
Emergency Jobs and Uneriployuient. Assistance Act. Passed in response to 
further increases in the national uneriploynent rate (averaging more than 6 
percent), the Act added _a new_Iitl_e .VI_tp_CETA.__ This orlgin.al Title VI. was 
designed exclusively as a countercyclical, weapon. It was intended- to 
encourage prine sponsors to hire unemployed persons as quickly as possible 
^nd to employ them in public service jpbs_._ __ Title VI_ .funding differed 
substantially from . the Title II fuv^ing .fomula. Under the original 
Title VI, 50 percent of the distributed funds were based on the proportion 
of the nation's unemployed, population in an area.'s.jurisdictipn ;_25 _p 
of the proportion, of. the area's share of iLll unemployed persons in excess 
of 4.5 percent of the labor force; and 25 percent air.ong those areas of 
substantial unemployment (i.e., 6,5 percent un<?:ipl_oyrient_ for _ three con- 
secutive months). Local areas, with unemployment in excess of 7 percent 
were able zo hire people v;ho had been unemployed for only 15 days. 

_ . .The. thrust of the public service employ:nent programs authorized 
under Titles II and VI » therefore, was toward geographical areas with high 
unemployment rates as official ly measured (i .e.,_ those areas, _wi_th_ a high 
proportion of unemployed . workers covered by unemployment compensation)^ 
Emphasis was given to participation by persons who had both low income and 
who had suffered 1 Dn^- t'3rrii unemployi.ient. 

In October 1976, the temporary countercyclical program enacted in 
1974 as Title VI was renewed by the Emergency Jobs _Program_Extension_Act of 
1976. It provided for the extension of Title VI and it also called for a 
major redesign in program format. To over-come criticisms that the original 
Title VI program was simply allowing local governments to _ substitute 
federal . funds for local funds in. hiring . publ ic . workers, the new Title VI 
required program sponsors to establish clearly definable "projects." Each 
"project" had a fixed ccxnpletion date of no more tha^n one year. _ rioreoyer, 
the "projects" . were supposed to . be in . employment ventures that local 
governments would- not normally be able to fund. The Act also required that 
50 percent of al 1 new hires that year be filled by low income, long term 
uner.iployed persons. 

As unemployment remained high in 1976, the Carter administration 
pressed for an. expansion, of tr.e existing PSE programs shortly after it cane 
-into -Office i-n 1977. The ad^-nini strati on was successful in its efforts. 
The Economic Stimulus Appropriations Act of 1977 was enacted. .Almpst_half 
of. the S20 bil l ion _ stimulus was earmarked, for expansion of the . existing 
public service employment -programs during 1977 and 1978. During this time 
period, the level of PSE participation increased from about 300,000 to 
725,000 persons _and the nation's unemployment rate declined from over 7 
percent to less than 6 percent over the interval. 
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. ^"^s Ji^espan of ClTA expired... Thus, Congress 

was gr/ep the opgortum* ty . to teminate, rewrite, or reauthorize all ClTA 
activities,- UUinately, CETA was reenacted in October 1978, but with a 
nur.iber of fundamental changes. The public service ei:iployt:ient eligibility 
provisions. . w_e.re changed _ drar^a.t.ical ly. The new .Title 1 1(D) program has 
bocone entirely a structural PSE pro^^ran. Eligibility is restricted to 
persons who are receiving welfare_Gr are econonicall;. disadvantaced and who 
ll^^'^ ''^^ v^eeks or. -ore. All PSE positions under 

Title i:vsz ce. at the entry level ar.a, '^here possible^ are to be 

cocbinec: witii training and supporti.ve services. For the. first tine with 
respect. to_ .all. p.re.v.iou.s PSE enaeavors of the decade, no local salary sup- 
plementation is peniitted. 

_ __Ti.tle yi was retained nocn nal ly. as a fon;i of countercyclical PSE. 
But it is actually a highly targeted PSE urogram to help only certain 
groups or people in areas of Aic^h .unenployr^ent at any tine. A trigger 
necnanisr.; wa.s .buiU into the legislation, funds are supposedly to be uade 
available to _er.pl cy 10 percent of the n'j;,:ber of persons in excess of 4 
percent unenp]oy;;;ent and 25 percent gf.the excess above 4 percent when the 
national^ Liner;p;iovr._ent:_ rate is in excess of 7 percent. At least 50 percent 
of tne runds are to be used to ernploy persons in "projects" of up to one 
yea^^ djratjon. All persons not er.iplgyed i_n "projects" but who. are in 
reguldr P3.E. posi tions _ can_ on^y be ei.;ployed .at entry-leve-1 jobs. Title V!, 
alt.-^oucn Dllled as countercycl icaU requir-s that all participants be 
unenployed for ten out of twelve weeks prior to. application and cone fro.- a 
fanily .vhose incane is. below the tower Living Standard Incone (LLSI) level 
pr__is. receiving welfare. For a per-son who becoines unenployeG but who is 
fron a fanily that c:id not previously qualify on the basis of its incor.e 
levi^l, ne or she is eligible for PSE only i f the. faMi.ly 's total incoine on 
an _annua 1 ized. basis . regains less tnan the LLSI for the three consecutive 
•^.onths prior to enrol li:.ent. Also with respect to both Titles 1 1(D) and Vi , 
no person i.^ay be _enpl_oyed in. any forx. of PSE job for i:iore than lo nonths. 
Severe restrictions., therefore, are Currently placed on the types of people 
and tne types of jobs for which PSE funds can be used. 



Tne Rationale for PSE 



. .. The ractors thdt .cxplaijn. tne drastic conceptual chances in PSE 

that occurrec witn tne 197o CETA Ai::end;.-.ents are cor.^oiex and sonewhat 
controversial, Tne rap i_d _ build-up of PSE in !e77-73. greatly overtaxed the 
adMi_ni_st.rstive capabilities of the. young systen. it should be recalled 
that tne CETA selivery systen was less than three years old when the PSE 
build-up occurred. As a forn o_f institution Duiiding^ it. takes tine before 
local, expertise is developed to handle, the responsibilities of ir^plenen- 
tation of national econonic policies. But in this case, no lead t'irne for 
adequate p.anning or staffing vvas provided. Extrefr.e pressure was exerted 
on prine _ s_ponsors_ to i:^eet their . hiring goals as quickly as possible. 
Threats were Made that if these goals were not met rapidly, the money would 
be -taken away and assigned to. other pririe sponsors who could meet such 
perfomance requi_rene.nts. At the sane tine, the priMe sponsors were in the 
process of i.nplenenting an. entirely new and cotiprehensive youth enploynent 
initiative (i.e., the varied programs created under the Youth Enploynent 
and Ceronstration Projects Act of 1977). Furthermore, as indicated ear- 
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liLvr, the PSE pro^jrcii;'s tfienseives went through a nunber of modifications in 
both content and program <^^siun during the peri od_ iLTinedjatel^^ preceding the 
bund-up._ Thus, tne priir.f. sponsors did not h<ive sufficient experience vvith 
the existing ?S£ prograr;$ to prepare thenselve? for the strains and pres- 
sures of the rapid expansion. The resuj t _cc- 'd . have been _ predicted. A 
nui.iber of highly publicizec incidents of niS' dnagenent and inefficiency 
occurred- in tne ir,;pler:)entat:-n of the expanded PSE prO'jra:;is. '.-^hen t^^e 
reauthorization of 1^:^/2 occur ::ed. Congress reacted in a. negative way. to 
enti re. .concept of d count?:rc^cT ica^ ?S.i prc^jran. . Th.^ strengtiis of FSE o.--r 
the alternative fon::s of r:scal policy seet.^ed to be forgotten in tne 
congressiondl naste to chastT^.o the Cf'TA delivery systen. 

The r 1e r i-t s— of 

! t is of I i tt le . - ' je :o di icuss any pol icy proposal i:\ tne 
abstract. Ratiier, the ■<erji. anc de:.:erits_ of PS.E as an instr-j.^e^t of 
fiical policy :.:ust be assa^icd in relation tc other Means of -cevijcing 
uner.iployr:ent. To be specific, the prii^ary policy alternative to ?Sl :^ tax 
cuttinn. Tne poi icy re5edrcr; that caral leled_ tne evol ution of PS.E prograris 
during the :i70s. nas convinc' jly ier.onstratea . tne relative advantages of 
?Sl over tax cutting as a :'.c-ans o- accot-pj isninv^ their con.-ion objective. 
Ano ng these considerations a^-o th£t PS£_can ac h_i ey_e_ a .s_p^e.c_i f i ed_ level of 
^ggresate denand .r:^ore quickly than c tax cut since, the latter nust wait for 
consurtiers to Spend, their tax s:^vings before there is any effect; the direct 
creation of jobs is quicker u-.der J'SE than by tax. cuts_since tne PSE.jobs 
are creat_e_d at once, .whereas Zcx cuts do not. ini tial ly create new jobs and 
will do. so only, after tax savings are spent and existing inventories are 
dep 1 e ted ; ? S E j ob s ca n be ta rg e t ed directly to those peo p_l e and reg i on s who 
.neei additional j_o_bs_ wh.ereas tax. cuts can trigger inflationary pres.sares 
when consu;:^ers spend tax savings on itftTis that are in short supply or 
create a der:^and for jobs for wnich the unenployed cannot qualify. 

The i^ajor functional criticisn of ='SE as an effective job stin- 
ulation device has centered upon charges of job substitution. It was 
alleged tnat_. local gove.rnr.ents nerel^. .substituted the PSE funds for their 
own funds that, would otherwise be used tO--hire the sane people. If true* 
this could nullify the effectiveness of PSE as a plausible countercycl ical 
device. . But, _ this_ criticisn gv_erlooke_d_ the. fact that even .If eriployment 
substitution did occur, .the availability of PSE would enable local and 
state governments to release those funds to spend on other goods and 
ser. ices which would a1 so stinul_ate _an jncrease in aggregate spending. 
Also, the availability of PSE workers could preclude or lessen the severity 
of any counterproductive tax increases that night be necessary at the local 
level to maintain a_ ^teded _ level of public services.. It 1s. also con- 
ceivable that. the. availability of PSE workers could allow sone local taxes 
to be reduced with no loss in public services. The requirement that a 
substantial nunber of PSE _vjorkers _be a_ssjgned_ to .short tern projects that 
are definable and. distinct from other activities sponsored, or provided for 
by -local and state governnents was an additional protection against pos- 
sible substitution. 



Thus, despite the clear superiority of PSE over tax cuts as an 
effective tneans of combating mounting unenployt.ient, the CETA Amendments of 



lS7S_tnat have res:-:cte<j both the types of people. who are eligible and, tDC 
types of jobs t!-'- can held have nade 1t virtually impossible for PSE to 
serve as a polic.. tool for combating a general increase in the_ level of 
aggregate, uner*?!:, -it. As a result, by default, tax catting is now the 
only readily ava- .jie means to acconplish this end. Tax cuts are always 
politically popu'.; even thoush they are a clearly second-best policy as a 
neans of reducing -^ei-:pl oynent in a less inflationary nanner. 

As an ' ediate response to rising unei-ploynent, an available PSE 
p r Oi; r ar. is _s upe.'^ " p r _ t o s o 1 e re 1 i an c e upon. _s u t : i d_i z e d u n er.i p 1 oy ne nt through 
unei.;p^oy:,:ent coT.Lensation. PSE at least offers the assurance of increased 
produ '.i:- ^*or its clair, upon public expendi tjres. 



The S leus^ ttta4^;^€U- to-be Taken 



Tne nation neecs to have a contingency plan, that involves a 
significant PSE jrograi;. to be used as a countercyclical ;:.easure fur the 
benefit of _tp.e general _ _i a opr force, _At preiient, . .the PSE. programs tnat 
exist are essential ly. structural in their orientation. The case for a 
contin;;ency countercyclical prograr.i does not in any way diininish the need 
f 0 r t ^ e e X i s r i ng s t ru c tu r a 1 _ PS E _ _pr ogr_ans_. _ _Ra the r > i t . s i ni p 1 y r^iea ns that 
there are benefits of having a separate countercyclical prograni available 
as a standby option if it should be needed. If the legislation were 
enactea for such a proposal_,_ t_he_ _ pi a_nnir_g could begin, and. the adnini« 
strative shortconings of past crash, build-ups . in PSE could be largely 
avoidec:. - All . of the rules, regulations, guidelines would be known. All 
funding formulas would be in plcce.. _For virtually t.h_e__fi.rst .ti.me .in the 
history of any er.ployir.ent and training, program, sufficient understanding 
and planning for such- a progran could all be done in advance. Then, if and 
only if the need should arise, jll that would be necessary would be for the 
funding appropriation to occur. 

There are two possible ways to inpler.ent the proposed progran for 
3 _ cpnt_i_nj.e.n.t countercycl ical . PSE program. . One is to revise the current 
restrictions and- practices that prevent Title VI frof'.i becoming a truly 
countercyclical PSE program. The second al ternative is to add immediately 
a new title to CETA. that would authorize such a PSE progr.ain t-.' meet the 
enployti^ent needs of the general labor force during tines of hi-^h national 
rates of unemployment. 

If the first route is taken, several chaages would be required. 
First, Congress would have to fulfill the funding pledges that are already 
led_ for under . the. existing Title VI of CETA. The trigger requirement 
that calls for fun-is to incr^^^se as unemployment rises is already in place. 
But tne appropriations that are required to rieet these authorized increases 
in.program operations, have not been forthcoming^ In f.ac.t,_ existing budget 
plans call for an arbitrary reduction in ttie scale of PSE operations, A 
trigger mechanism for a policy weapon that is actually _unl o_aded_ el iminates 
.the_effecti_yen.es3_ of . t.h_e entire concept. The trigger concept of Title Vi 
must include an automatic funding process if it is to be meaningful. In 
addition, the existing legislative limitations on th.e eligibility of who 
can_pa_rticipate.;__the_ types of jobs that, participants can. hol d; the wage 
rates that participants can receive; and the opportunities for local govern- 
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ment to supplement wages and salaries_.shoul.d be. waived automatically when 
che__national unemployment rate reaches a specified level (e.g., 6.5 
percent) , for a specified time period (say 3 consecutive months). In this 
way. Title VI could serve the general J abor. force .and Title 11(0) PSEcould 
renain reserved for the economically disadvaiitagea who are also unemployed. 

The second al ternatiye woul d be. .to cdd a new title . to. CETA, . . It 
would. authorize a standby countercyclical PSE program that would be similar 
to. that -enacted under the Emergency Jobs and Uneinploynent Assistance Act of 
197^-. It would be a simple program, that would encourage prime sponsors to 
employ . persons in useful private sector jobs as quickly, as possible. It 
would be authorized to become operative should the national unemployment 
rate exceed a specified, level _{s_ay 6.5 percent) for. a specified number of 
months .(say 3 consecutive months). The -President then could request 
immediate -funding for the creation of a sufficient number of jobs to return 
the unemployment rate to the 6.5 .percent leve^. Funding should be Suf- 
ficient, to allow, those hired in the program to remairv in subsidized em- 
ployment for a set period of time (say 18 months) regardless o_f whether the 
^93''egate rate shculd _ subsequently, .fall back to or jbelow the 6.5 percent 
levels. As. under the Act of 1974, eligibility for participation should vary 
vo'th the local unemployment rates. For example, any person unenpioy^d for 
oyer 30 days would b.e__im.Tie_di_ate.ly el igible but in those local, areas ;.*ith 
higher unemployment rates, the period of une:iployment could be less. 

The new P.rogram should , specify that local and state . governments 
maintain their previous, levels of employment. But given* t.'ie lead time to 
do effective planmng for the specific occupations in vwtiich ?5E partici- 
pants would be employed, it._s.houl_d .be .possible to dvo.id many of tne ad- 
ministrative pitfalls, that occurred during the 1977-76 build-up. Also, it 
should be possible for local and state governnents to prepare well in 
advance a list of needed publi.c s.ery.i.ces. and. .projects that could .be imr 
pleniented during, .such periods of economic recession. Although a federal 
wage ceiling v/ould have. to be set, local governments should have discretion 
to suppler^nt those ceilings if they see fit. 



Under either of the proposed alternatives, the lessons of the 
past should be incorporated into the aj)propri.ate rules and. regulations. 
Namely, .as. a countercycl ica] program, it. should be clearly understood that 
participants should not be hired and employed in occupations that provide 
essential government services ( i .e., pol icy^ .fire fighters,. and sanitation 
services). Rather, .the jobs that are created should, be in activities that 
make communities be.tter places to live and to work but are not absolutely 
essential to its ability to operate. in a viable. riianner. (e^g, ». conservation , 
beautification, the. arts, weatherization, housing rehabil itations, care for 
senior citizens, child care, or educational enrichment). 



Conclusion 

. .T'le na.t ion needs, to have an av^ilaule alternative to tax cuts as 

a means of creating jobs should the economy require immediate stimulation. 
PSE has proven its usefulness as both a cpuntercyc.li.cal. and .a counter- 
structural ool icy_ weapon. . As .matters now stand, there is no truly coun- 
tercyclical. PSE. program .available for immediate implementation. It is 
suggested that there should be. 
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EMPLOYMENT POtlCY FOR RECESSIONS 



Charles C. Killingsworth 



..For the third, tine .in . a little more than ten years,, the U.S. 

econony is sliding into a recession. Virtually every indicator of econOinic 
activity confirms that what was for a time hopefully labelled a "slowdown" 
has become another jnajpr recession. _ Sor.ie voices are still heard. predicting 
that the. recession will be "short- and nild," but they are fainter and 
fe-ir/er. In late spring, the rapidity of the downward slide appeared to 
equal or even to exceed. the. nonentun. of late 1973 and early 1574, which was 
the beginning of the most severe recession since the 1930s. At this writ- 
ing, it is still too early to predict with confidence the severity of the 
new recession. Sut it _al rea_d^^ _ se.e^s clear that there is a reasonably 
Strong possibility that, this recession will be as severe as the last one, 
and. there is no conpelling reason for ruling out the possibility that it 
will be nore severe. 

Students of the business cycle point out that every recession has 
its 0.^0 patterns . _ Excessive , inventories held by businesses are usually 
biarec for the severity of the. 1973-75- recession, and some analysts now 
find encouraging the fact t*^=»t inventories do not seen to be as excessive 
at Dresert. On the other haod, the_ current recession was obviously, de- 
ferred for. '*i.any . months by an abnomally high level of -COnsu:;ier spending, 
partly financed by credit expansion, rjow consu:;ier confidence, as ineasured 
'^^^ . surveys, has reached historic lows, and sales of houses, 
cars ^_a;)p_l lances, '-.na other durables are. falling at a renarkably rapid rate. 
The. effects of the sharp curtailment of consumer spending are beginning to 
radiate through the econor.ty . Tne national _ unenploj^ment rate, which is 
classified. as a "lagging" indicator of the state of the econony, has begun 
to rise sharply. 

_ _.Wh_e.n_ the reports on the econociy are bad, those in authority are 

always tetipted to fall back on the classic plea, "Let's wait for next 
r:.onin's figures." . Fifty years .agp^, Herbert. Hoover Imortal ized. the phrase, 
"Prosperity is just aroand the corner," as. he presided . over the nation's 
slide into the worst depression in our history. Today, the increasing 
velocity ofthe d own wa rd tiov er.;e n t i n tne e c o_n orry_ _i s _s u r p r 1 s 1 ng almost all 
1nfonr^ed_ .observers. . I'levertheless, top administration .figures express 
confidence in the outlook and- promise in general ten,:s that ways will be 
founa to help the poor if things get really ba_d_; _but _ the_ only specific 
proposals .under .d1s.c.u5S.1o.n_ Involve substantial reductions in the kinds of 
programs that are intended to help the poor. Congress Is struggling to 
achieve a "balanced budget"— an exercise that has lost _i_ts_relevance.be- 
cause the rey_enue_and _exp_end1_ture _est_1mates which are. to be "balancea^ have 
been renderied obsolete, by the rapid rise in unemployment. The rule of 
thumb for forecasters is that each one percent r1se_ in the un^ploynent 
rate raises . expen.d.1.t_ure_s_ for .unemployi.Tent compensation and wel.fare by .$5 
billion to S7 billion per year and reduces revenues by about $20 billion 
per year. If the current recession follows the pattern pf_ the 1973-75 
recession. Income suppo_r.t _e_xpenditu res will, rise so much, above administra- 
tion estimates . and revenues will fall so far short that balanced budgets 
will :>€ far out of reach for several years even if no new programs for the 
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relief of anenploynient are-enacted. Policy disc: -:n is tce-inc farther 
and farther behind the accelerating course of eve*" 

Greater attention to the enployment :y questions j-yently 
posed by the "^apidly-devel oj^ing recess.ion i_s_overn.-- Tnese questions nave 
been, neglected vp part because of a widespread c^-ziction that higher 
i;naiployi.ient is the harsh price that must be paic f^et inflation under 
control. Another reason for the neglect of thes, -uestions is the gen- 
eral lyniodest estimates of the level of unemployner: in 1980 and 1981. The 
adPinistration forecast in January, 1980, was for an unemployment rate in 
the fourth quarter of this year at. 7.5 percent, anc in the fourth quarter 
of 1981, at 7.3 percent. These rates imoly little more than a mild "slow- 
down" in economic activity. If we assume a recession of the same magnitude 
as the one in 19r3-75_ and comparable increases in the anenploynent rate, we 
get much -"igher rates.. Eighteen rronths^ after tne 1973-75 recession began, 
tne uner^Dioyment rate had risen by 4.2 percentage points, to a high of 9.0 
rercent. A comparable increase _in the present recession, which began with 
cir-._unenploynent rate around. 6 percent, would result in a peak unemployment 
rate above 10 percent, probably in 1981. In other words^ if the admini- 
stration forecast of a "short and_mil_d" recession, is as bad:y mistaken as 
C'^rrent deyejopnents indicate., its esti.:r*ate of the . magni tude of the e- 
nerging unemployment problem is about 2.5 to 3.0 million persons too low. 

--^-.go.o.d. _s_tarting point for the. discussion that is overdue is a 
critical examination of the principal policy approaches to the unemployment 
and incorre loss problems caused _ by_ the .recession _o^ . 1973-75. Sacn an 
examinaticn supports the conclusion tfiat in recent years we nave developed 
and testec an inprcssive array of ei;iploynent policy instruments, and that 
our present; need is much less for entirely new .instruments, than it. is for 
guidelines. _to_ the b.est and most, balanced . use of the existing enployinent 
policy instramerts to meet the burdens of upc-"' -^ent and i^ncor.ie loss. 

. . _ .'"n^lys.is. pf.t.h.e experience during f ;■- i^Tw^i^ recession also 
:eads clearly to the conclusion that excessive . .jnce wds placed on one 
of the oldest policy instruments, the unenployir-'^t insi^rance systei-:; that 
this overload significantl/.weakened the financ::^:! reserves of the systen; 
and that throwing, a conpa»atle overload on this .//stem in a ri^ recession 
threatens^to create sone serious problems^ both sr^cVt-ran .and long-rjn, and 
nay compel drastic, re.v.ision. of the unernploynert insurance system itself: 
This syst":"- is a. valuable national asset which nas performe/ its intendec 
function y^ell.- Overall enployment policy should pe balanced. in such a way 
that the ur-enployment. insurance system is protect:ec from the serious cramage 
that overjoading it would cause. 

loncem about rising .jnenpl oyment often evokes the. response that 
if_ th.ings get really bad, a tax. cut nay be justified. There has been 
alr^st no attention to the question whether tax cuts ar^ tne most cost- 
^^^^cient approach to the reduction of .unei^iplpyment. U'hen that .question is 
ex^ijilned, it quickly beccnes. clear that tax cuts are the leas^t cost- 
efricient way to reduce- unenpl oyment. Other policy instr-jments have mucn 
la--ger ef fects on unenpl oyment,. .in _ the . setT>e_ that .much sraller govemner.t 
expenditures on these other.policy instruments induce a la-ger expansion c* 
eriipioyment than tax cuts. To the extent that excess demanc has cont^ibutec 
to the recent nigh levels of inflat:on» the jse of tax cuts as the ^rir^ary 
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nethod of reducing unemploynient _would_be_certajn_tp_riake_in control 
f^wce .difficult. There may be other valid reasons for reducing sone taxes; 
but. there- are pore efficient and inuch less inflationary instruments for 
dealing with unenploynent. 



The Prologue 

. ... "Vihat is past is prologue/ wrote Shakespeare. The aohorlsm is 
®^P^^^*^^^y .^PP^^^^^^® *o ^"y '^aningfuj analysis __of . pc i ic> approaches to 
unQI^plpyne.nt, The. rush, to explain the latest month's fig'jres sonietines 
diverts attention fron the gradual, cunulative changes cnat have helped to 
produce the latest figures. Prior _tc_ the .nqs_t_ recent, sharp, rise in the 
uneoployinent rate^_the .monthly figures had fluctuated wimin the relatively 
narrow range. of apprxo'-iatel-y 5.7 to 6,0 percent for abour: 18 nonths. {See 
Chart 1)* The relative steadiness of the. rate at this ' evol_ pronpted some 
speculation that the "f. 11 employnent unenploynent rate had 'now risvn to 
dlnost 6 percent, Soine indlysts-pointed to larger nur.ibers of teenagers and 
wcr.ien in the laiDor fore- .explanatory factors; but_ the. weakness of that 
"expl agnation" wa.$_ _that_ • : ignored sorje . important offsetting factors, such 
as. substantial decline: the labor fo. ^e participation rates of black 
uales anc older, less--cucdtec n^.ales. It_ also_. ignored the. significant 
effects cf changes in tr- cefinition of unenploynent, which had lowered the 
reported rates. 

. ._ i«ihatever the exoianatlon n;ay be, the unqaestionaole fact was that 

unenploynent in i97.S-75 .^as hicne- than it ever had been before curing the 
prosperity phcse of the business cycle. As Chart 1 shows,, in the late 
156Gs the unenploynent .'-ate wds belov; i percent. .Following the 1970 
recession, the rate re-a^nec high for two years; but in 1973, j-st before 
the next recession, the /ate was down t.p 4,$ percent.. The. present reces- 
sion toc^_ of f_ -ron a Lise which was at least one ful i percentage point 
Higher tnan it was at 're -beginning of the last recession, ^he 1S58-7S 
perioa appears to snow j kind c* stair-step rise in tht? .prosperity unen- 
ployi.ient rate wr ich :s _s t*--^ kingly simlar to the stair-step progression was* 
equally apparent ^n the. 1553-63 period. [S^,e Chart 2). Tnis cevelopnent 
in the i950s ani early :950s got nuch attention and discussion. The rrore 
recent developn^nt of o sinilar pattern in the 197es nas been genei-ally 
ignored up to new. 

7^:^ ^ * f e re nee ::e twe_er the p re- V 1 e tnan _ a nd : o s t - V i e tn an pa tte rn s 
should be poi.ntec: out. the 1950s and early l?50s, each recession peak 
^■n tne Linenplcyre' : rate was followed L\v a fair'y rtjic decline in -jnen- 
ploynent to t*^^ new prcsperity level., 'in other worcs, tne fall in jnen- 
ploynent (as f^-^ ^.s it went) ^as about as rapid as the mse in unenploynent 
nad - been^ cluri^^ ; u.ie recessirn. That pattern has not carr- 2d_oyer _ Into.the 
1970s, As Chirt : nakes _r-_'te_ clear, "in the recovery ana prosperity years 
following the last two '"erirssicns, -the jn-^nploynent rate '•as declined very 
slowly from t^e recessic -eak. In the 1970s, the Anerican economy was 
nuch iTOre effective in era tine higher, level s .of unenploynent than in 
generating nev» joDS to re-,.ce unenploynent after the recession had reached 
its trough. this new ..dLtern of the ir7Cs carries over into the i980s, 
we nust face :he prospec: of weak, labor -'.rkets, with unen.plovrient rates 
possibly in range o^' zo IC percent, tor the next four or five years. 
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depending on the duration and sever. cy of the recession that has just 
begun. 

The econoriic pol::ies of the federal government in the rranths and 

years ahead could change tnat prospect, making it e_i_ther better or worse, 
depending on the choices that are rnade. Hence, it seens urgently necessary 
to__a.nalyze our experience, with the instrui.ients of enploynent policy in 
recent years, and especially during the 1973-75 _reces_sipn, to see what 
lessons we can learn about better ways to meet the emerging probler.s of a 
new recess ion- 



Enploynent Policy in the 1973-75 Recession 

This discussion defines, "employne.nt policv" to include (among 
other, things) the. rieasures used to replace the incone lost from uner.iploy- 
nent as. well as the measures intended to revent unenploynent, to increase 
e^P"'.oyability and to create jobs... In do.l lar terms, daring the 1973-75 
recession the biggest program in this broadly-defined area was unemployment 
insurance. Total expenditures under this program rose from about S300 
million per r.ionth in mid-1973 to a naxi.mur.i_of about .$1.7 billion per nonth 
in. _edrly_ 1976_. Table .1 jind Chart .3 show, the details. Expenditures rose 
from. $7 billion in .1974 to nearly $18 billion in 1975 and fell only to $16 
^^^.^ i°.". J." 1976. To put the .maner _in perspective,, we can say that ex- 
penditures, rose . from a. total of. $17. billion in the three years preceding 
tbe_ .recession _ (1971-73) to $41 billion in the three recession vears 
^^74-76), an increase of 140 percent., A_ fu_l 1_ _d_-i :_cusslon of the intraca- 
cies of unemployment insurance financing is beyond the scope of this paper; 
but it should be pointed out— indeed, emphasized— that most of the Money 
just mentioned came from the states, not the federal government. 

income, maintenance expenditures (Aid to Families with Dependent 
Children, General Assistance, and Emerg_ency Assistance) do not go entirely, 
o'^ even mainly, to. those who. have lost their jobs because of a recession; 
but some of_.the unemployed do end up as income maintenance program bene^ 
ficiaries. Table 2 shows that income maintenance elxpendi tures did increase 
substantially duringL_1975 . and 1976,. although not by nearly as much as 
unemployment imsuraoce either in dollar tenis or in percentage terns. _In 
the calendar years 1971-73 inclusive, _income maintenance expenditures were 
$22.5 billion, and__in_ 1974-76, they were $30.5 billion— an increase of 36 
percent. As the table shows, income maintenance expenditures have shown a 
steady growth trend; and even in 197S,_ e_xj)endi tures. _wer.e half a billion 
dollars above 1977. Some _ of these increases are obviously caused -by non- 
cyclical factors. 3ut the two biggest jumps shown on this table came 
during recession years. It should be noted that the income maintenance 
programs are financed _ by_ .a_ ..combination of federal and state dollars, 
usually through annual or biennial appropriations. 

Employment and_ training, expenditures, increased during .19.75 and 
1976 at a more rapid rate than income maintetpnce expenditures.* Using the 



♦Some of the apparent increase simply r^de up for the substantial cut in 
eroploynent and training exp_endi ture.S which occurred , in Fiscal. Year 1974; 
there ^^ad been a redaction from S3.0 billion in FY 1973 to $2.4 billion in 
^^7.^» largely because of the phasing out of the einergency employment 
program. (See Tables 3A and 3B). 
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Monthly Unemployment Benefit Expenditures • All Programs 1970 to 1978 
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Paynents indoJe Sis fron federal. State, and local Sources. Ira Hainteiaoce Prograis are; Aid to 
fatiilies »itli Dependent Cliiidreti, General Assistance, and Emergwy Sssistance. 

ErJc 5wr»; H1ic Instance Statistics , lleparaent of Heaiydacation and Helfare. 



EMPLOYMENT AT^D TRAiriiNG EXPENDITURES 
(S Millions) 





FY70 


F>71 


FY72 


FY73 


FY74 


M0TA 

Institutional 
JOP - OJT 


287 
50 


275 
60 


356 
69 


304 
77 


308 
91 


Neighborhood Youth Corps 
In School 
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59 
98 
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58 
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64 
107 
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51 
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89 
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58 
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Work Incentive Program 


79 
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160 
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CETA Transition 
PEP-Title I!_ 
PEP-Title IIA 
Migrants Program 
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44 
237 
39 
10 


SUBTOTAL 


1,419 


1,435 


2,697 


2,754 


2,144 


College Uork Study* 


152 


2C0 


237 


270 


270 


TOTAL 


1,571 


1,685 


2,934 


3,024 


2,414 



♦College Work Study funds are. actually dollar appropriations, rather. than 
expenditures. Actual expenditures have ranged from 0 to 40 Million Dollars less 
than appropriations, but data on expenditures are only available to 1974. 



TABLE 3B 
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Title III 
Total 


229 


232 


67 


25^ 




Excluding Youth 
Sui!iner . . . 

Title IV (Job Corps) 

Title yi_ 


210 
872 


134 
1 ,624 


45 


210- 

c ,/U 1 


584 
376 

H ,Oc*+ 


Transition 


10 










Sunaner Youth 


391 


5S8 


23 


595 


j 


Youth Employment and Training 








984 


Programs 












Work Incentive Program 


130 


230 


56 


245 


250 


Older Americans Act 


12 


85 




150 


201 


SUBTOTAL 


4,108 


5,087 


1,681 


6,026 


9,884 


College Work Study* 


420 


390 




390 


435 


TOTAL 


4,528 


5,477 


1,681 


^ 6,416 


10,419 



1. TQ represents_the period from July 1 to September 30, 1976, the Transition 
Quarter resulting from the government's change from a July 1 Fiscal Year to 
an October 1 Fiscal Year: 

2. The Sumer Youth Program is now reported as CETA-Title Ill-Sumrrier. 

♦College Work Study funds are actually dollar appropriationSv leather thar 
expenditures. Actual expenditures have ranged.from 0 to 40 Million Doll. less 
* than appropriations, but data cn expenditures are only available to 1974. 



^Expenditure data for Titles II and VI are combined and reported under Title VI 
for Fiscal Years 1977 and 1978. 

Data Source : Various -EmpToymeht-and-^raining Reports of the President. 
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sar.:e basis of cocpd'-isop as with the procrans al ready discussed, v;e can say 
tna t.. for t^.e tnree pre^ recess i on years , _ .1571-75 .efrip.1 cv^ie.i: and tra i ning 
expenditures _were million, anc for the next tr:ree years, 1974-7.5, tne 

total was 514.5 Dili ion. This was in increase of a little irK>re tnari SO 
percent. 

Tne largest ircreases in er.pl oyr;ent and training expenditures 
caine_lpne after tne _rec^ssi_qn nad ended_._ _ A_s_ Table _33 shows_,_ expenditures 
increased to $5.5 billion in FY 1976, and to SC.4 oillion. and then 51:0.4 
oillion in succeeding years. Ti^ese increases were responsive to continued 
hign . levels. of_ uner:pjoyr*er.t__d_espJte_ ..tne 5nd_of. the .recession^, and _ to the 
Inauguration, of a n.e;v siiiinistration with different priorities fron the 
oiitgoing ad:.:inistration. 

Char-* 4 snows relative cnanges in expenditures in tne three najor 
categories of progra^T^s, as the unenploynent rate changed. Expenditures in 
each _ category iunerploy::ient_ insurance, . incone maintenance, _and einploynent 
and training} are shown sirply as percentages of their first quarter 1970 
level. 3y 1978, "enployr.ent and training snowed the largest relative in- 
crease,, bat I'^ost.of. that, increase cane, a ft e r _t h_e. .pe a.k of _t_h e _u n enp 1 gyme n t 
rate in. 1975. Incore niaintenance expenditures shew a relatively slow but 
steady increase over tne period, witn a nodest response to changes in the 
y n enpl cyr_e n t ra_t e ._ _ Lin er p loy. e_n t J.ns.u r a_n c.e. s hows .the. gre a tes t . f 1 u c ty a t i p n s 
and the closest, relationship to changes in the. unerployinent rate, peaking 
at the trough of the recession and then autocaticdl ly receding. 

.■;h5t is critical in this comparison is that uner.ployr^nt insur- 
ance expenditures did not rise by nearly as much in the 1970 recession as 
in the 1.?73-7d recession;. and by late_197Si three _years..after the. beginning 
of the recovery, they, '..ere still substantially ni_c'*.er. than they had been at 
'-^^^^^ 0^ l-"7j recession. The explanation is reasonably obvious: 
The u n or p l_oyr:_e n t ra.te .in la _te _1.9 7.8,. after .three, .y ea rs of rec o v ery , wa s 
still higner than tne peak rate of the 1973 recession. 



A Criticce of tne 1975-75 Experience 

Sore of tr.e_ powerful advantages, of uner:ploynent_ insurance as an 

er:ploy:..ent policy instrument during recessions are obvious fror. the fore- 
going analysis. 



1, The syster. is in place and in a state of readjness. When a 
recession begins, there is no need to wait for new legis- 
lation, fipd new appropriations. 

?: Expansion and contraction are aato^Tiati c and rapid as the 
e^-onory noves fron prosperity to recession to recovery, 
"^he system is sel f-f Inancec, P''!"-a.r:ny. by .an .enplcyer pay- 
roll tax, with provisions for changes in tDx rates in case 
of need. 

These advantages are the reason for charicterizing the ■jnc'^ol'^'ynert insur- 
ance systen as a great national asset: To an extent tiiat is not generally 
understood, i t is_ one of the aost important "autyr^:ic stabil izcrs" de- 
veloped during the Great Depression of the i95Qs as a safeguard against a 
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2^^^"^^-°'- =^--25tropfiic economic co.: :5?se,_^ Theic considerations 

sate^ 1.^.27, _.ne .Tore icportant to.avoid serious ciar.age to this svsten sv 
?rf;'°f?;rs. -^-,,1^!!^:,^ jn excess ^of tnose it w.s designed to cm:: 

'ronr-,n- r,°rJ^^ --'-^ stren^tHs, anecp : oyr.ent insL^rance also has soce 

I. Benefits are no: direcrly. ziec zz needs. Sor;e of ihe un- 
er^ployec! who co^.lect benefits have sjffici>nt assets to tide 
tnerr.^over a snort .period of uner'o1oyr::ent; others find the 
senents. insufncTert tc Meet even their basic needs, and 
r^ny c^a^rtants exhaust their eliqibility In a recession 
period berore they f jo_d new jobs; anc new entrants tc the 
i^bor r:arket are net eliaible-for re<;-ular benefits 

^. The largest benefits, generally speaking, go to 'tnose who 
•'^•5-iest earnings and steadiest erp^ovnent records 
^'SJ^e.they becar.ie anenp^oyed-. 

3. Because financing is_ sasica^ly on a state-bv-state basis, a 
recession tnrc-ws the heaviest burcens of Jnerrp lo'/nent in- 
surance pn_ the states tnat are least able to affoVd tnen— 
i.e.,^tncse w:tr^ the highest levels and lonc:est cjrations of 
unerpi oynent. 

. _ . _Ine_ 1973-75 recession seriously weakened tne finarcial s-renqt*^ 
or tne une^D.oy.en: ihsur^nce system, snd the oersistence of hi-h un^-^>v- ' 
rnent leve.s arter general econ.onic reco/erv_ becan r.ade it v^rv --if^iVu 
rcr a nurbe.r 3_r states to restore the f Inanclcl'strenoth of tno'ir separate 
syster:s^ .-^ere :s a plethora of statistics to.cccur.ent tnis general stat^ 
...en..^ ^ernaps -.ne sirp.est way .to Support the point is -to sav tnat tv tne 
ena 0. .r.-c, 22 states -cr jijrisdictions) -^ac corp^etelv exna^istpc t.-:eir 
reserve r^^ics dnd .were jrabie tc neet tneir carren: benefit pa/:-i€nts froi. 
Cjrrent revenue. In tne cortncn ^jncerstanci ng cf tne terr., these' 2^ svs-er-s 
'^re oankrupt. ^/:>*c!..:> 

, - '—^^ nowever, a safety net Drovided for such ccntincencies 

j^ne sarety net. i.s a «oan .-^und, controlled bv tne federal ^cvernnent and 
Tinancec o.t of tne federal snare of the payroll taxes. States r^y borrow 
.ron .ms tund, interest-free, _wi th long repavnent terr.s.. 3at if a s^ate 
IS unab,e ;.o_ start .repaynent on time, tnen ;under certain ci rcunstances) 
.cne .ederai governnent is autnorized by existing law to collect the debt 
by, in errect, raising the payrol 1_ taxes. on all e^plovers in the delinquent 
state. ^States wnicn are delinquent but which can show that arranqenents 
have been r^de to pay off tneir debts in a reason.-ble tine can avoid -nis 
outcome; 5ut tms too usually involves an increase in payroll taxes) 
;hus, in ^overbe.r :979_ (when certain deteminarions had to be r^de by the 
Secretary of Ldbo-), two states were outstanding by reason of their I'n- 
debtedness: -ichigan and Pennsylvania. Tnev cwea S624 million and $i 2 
billion respectively.. Their difficulties were at least partlv attributable 
vo.the .act that, by then they were anong the states that had already been 
Kl;r^^-/*'H^-''^r^ 'ayoffsJn__the__nation.. All.. of the states that had 
borrowed___duri_n_g _ the_ 1973-7> recessnon and still nad not repaid their 
.borrowings owed, a total of billion when the tii;ie for decisions by the 

Secretary of Labor arrived. [See Table i). Most of the states were able 
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i:Mi:7ions of doTla«-S; 





1972 


1973 


1-974^ 


1212. 




n/29/7' 










10. G 


20.0 




Arkansas 










20.0 




Connecticut 


31 -S 


53.5 


52.0 


252.2 


353.2 


371 


Delaware 








6.5 


20.5 


47 


Dist- of ColuTTbitt 










33.6 


71 


(non'da)* 










(10.0} 




HdiMal i 










22:5 




minors 










515.3 


946 


Maine 












36 


Maryland 










35.1 




Massachusetts 








140. n 


265.0 


232 


Michigan 








326.0 


571,0 


62i 


Minnesota 








47,0 


123.0 




Montana 










1,4 


7 


Nevada 










7.6 




New Jersey 








352.2 


497.2 


652 


New York 














Oreccn 










18.5 




Pennsylvania 








173,3 


552,9 


1222 


Puerto Si CO 








35.0 


57,0 


59 


Rhode Island 








45.3 


65.3 


103 


Vermont 






5.3 


23:3 


37.5 


35 


Washington 




;:o.7 




9i-l 


149:4 


10 


Virgin Islands 












United States 


31.8 


9^,2 




1 ,539, 1 


3,402, i 


4,445 



♦Florida repaid before end. of year; Ohio also borrowed Sums in the 1977-79 period which 

had been repaid by 10/1^/79, 
Total loans extended in excess of S5.36 BilliCT^. 
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to i-.-OrZ r^-ziZ2ry .az:JSZrer:zs :r -&yr-:]] taxes t^etrodCtive tc Jfinusrv 

avci^ec tr:e_cc::.sv^e'it ty reraying its entire .^ebt, while sinul-aneously 
announcmc tr.at :t ^c^:z r:eec to start ijorrow-r. substantial sl.-:s acain 
early in teca.se its benefit ?ay-:ents_were. c.teecinc current revenues: 

Pennsylvania. c-:c_ n:t .cc eitne-, .as adjurrgec te-incuent, and oavrcll taxes 
were ac:-ste-s: accorcinc^y.* " " 

:re cf t-c _5tinca-t :.eas.-es o- t-e ^inancia: strenctn the 
^ner.p.oy:;ent :n5.-ance Sy=t5'; -is a set of na::te-s known as Reserve rxi]- 
tipies." :nese n^-e-s, t-cau'y speaking, re:ate tne relative size of tbe 
state s rese-ve r.-cs tc_ tre relative sire of tne hi-hest I2-.ion^r benefit 
oayo-t m past e.oerierce :far a :ore corp^ete explanation, see Appendix 
.J. -nan_;es t-e ^-es^-ve --ItipTes -Vo:- :::3 to present are an inportant 
-eas-re t:;e cn^m^i-^c ::n-r-cTa: st-en^tn f^e unef -pT o^ent insurance 
syste .. 

^. "^-rv^ir-ts t'-e sr^recate cnan<;es in :.rcjr.ic fen.;. Tn^» 
cnart Ts tcrst-^rte: sg tnst a snift of tne_ 'me for s particj'a^ voar to 
tne :er: villliOl /e^e-ve 1 tip^ es, _anc: vise ,ersa. Tne'steacy 

oene-a. ceter::r3::on ^-o:, to :^75 is :::jite_aoparent. So is tne ^act 

t.-at.t-.e -trse-.e -U'tipiC'S -4t tne cn- of i;-:.- ;":'jrrent" on tne cnart; are 
5ener3ry _ ::;.>e- t-^n - i;'!, -s: ::.e^ore tne onset of tne last re- 
cession, .f.;ojs.y, oy tn's pc-tcnt :ea^ure, tne jne-plo/r^ent ins-rcnce 
syste- :s present. y -jcn ..ea<er tnar ^t »as in 1-73. If t:^e recession r:o.: 
unie-^^ay ap-r-^c-es f^e s-ve-ity of tne -ast -ecession in its e^-ects on 
ure^:o-oy':ent, a naj:-7ty or tne_ state. uner:p;oy;:ent .insurance reserve funcs 
w'!'«_.oe .exnajstec. '-lany, oemaps r:cst, states ■..ill lack tne -uncs to pay 
carrent tener^ts ""^d- current revenues, anc will nave no reserves the^> 
own rror .^n::n to -^<e -o tne Zi ffer^r^ce. 

Ija-.s . f->- t-^e fe:e-al ly-controllei loan funi will orovioe a 
temporary so-ut^o- ^o- tni.s _?robler, if it shculc: develop. However, it 
1^^'^ Tf^ev'taoie tn^-t tne provisions now exrstinc in federal statuses *or 
corpellTnj :na -cpay. ent tne:e loans ui-] create increasingly severe 
prob.e-s. ,-. ?a^-t:cular, erol overs. _in those states wnich are rost af- 
• i'ctec_oy yner:p.oy-ent wii: -d.e tneir payroll taxes raised— often si§- 
mtTcantly aoove tne tax levels in conpeting states-*in order to pav off 
tne Joans. Tne states .-itn current and yrosoective above-averace unen- 
2'Oyrent -i:tes a/e _dro'>^: tnose -ost affected by t;^e recent wave' of per- 
.-^nent p.a-t tlosings, ^.olic policy should be cesi-ned to encourage new 
enterprise- to novo :nto tnese states to. absorb the perr:anently displaced 
.;or<ers. .r,a;sin- tax rates in these hard-nit states substantially above 
tpose :n vo-e ^Jrtunate states tencs to oper-te ir. the opposite direction. 

...One.oovipus. way to relieve this probler. would be to provide for 

feteral c^r^nts, instead of Iddns, when a state systen exhausts its reserves 
and cannot oay current benefits. fr(>.T current revenues. Proposals along 
these lines are currently under discussion. One proposal would finance the 



♦During the ^irst four r..onths of 1980, rtichigan borrowed S^cC Pillion- 
Pennsylvania, another $222 .'-illion; and Rhode Island, S16 nillion. 



30 

'JO 



Cumulative Pa-cantage Frequency bistribution of States' 
Recalculated Reserve Multiples 1973 - 1976 and Current 




Recalculated Reserve Multiple 
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the _iy-3! • Dy 2.1 percent. Su^erf ici 2; ;y, tris a::pecrs tc re ^ s:r;ple 

servL-s. 2-- c2 statc-c 1r :;r:res sa:-.e o* ine corp'ex rea'.ities cf fecers^- 
St2:- irei2t-:-s'^i;s :r: tri$ syste-. 'ne- stares -eta:^ fairly zroiz tis- 
cret'DH ove-_ tcx _rdteSv .^eref i t 'eve's, e' :git^' "ity recui renenrs arc rf^e;" 
•i-xrtsrt vc'"^2s'es, "-'ere. is. cors.^rerii'e va-lctior arcrc tre itates.. 'f 
fece-c!i jra^ts Decr.e avai^arle sitorat:c2 1 to ary state f^at -ar cut 3^ 
r-cnev to r.ay r-enef-ts, t'-ere ^^^pj-c De at 'east a terptstfor fc- zre states 
to keep ta«. -ate.s 'c- arc ::er.e'its rigr. "-is ter-ptatior ccj't re e'r i- 
riated ry -e:!e-a: rrescricticr :^irirur- tax -ates arc rax-irjr. te^^efJt 
T e V els a s a t c r c : - c n_ p* - ece r a "i g ra r t s , "a ry-- pe rr a^- s -rest—state s wo u ' c 
resist sjt" fecer::' starcarcs as ar irvasicr tre :rcerencerce cf tre 
state systems, ^r^s tre stage ^:j";t set -'cr <;-at "igrt teco'e a t re- 
tracted rc':f:ca"! st-^g^'e, witr ar ^rcertair c^tc?:-e. 

A ■.atic'^a' Cx^-'ssTcr zr ;:rerp": oyr-ert :c:-persat'Lr ras teer 
stj^yirg tre e'^ti-^e crogr-.- arc -is screcj^ec to ce'i'i.er a report .v:tr 
recOi.:::e^ca tiers :r J^-.e 32, IrSC. Ccrs i eers t : cr of tr-is reptrt s*': :ts 
recor;:::er'^u tiers ; ee e^eeetee to extern! z',' r a s^itstartiai per-icu of 
ti-Te, per-^aps yea-^s. _ It dy zrzy'-ze tre tas's, "'e--, Vorc-rj-: -^ebtrjct-rfrg 
QT. tre I'-raree^s ef tre e<*e:^a~. It pr.j^eiy e^rr-^et escape tre cas'c 
:::Ie-^ui e* -ird-cirg, t-e states re- a*- -eseersiC'c 'or payrg fer 
'"^Sjy^^'" tere- i ts trdc i^e cla-ii^ee: ,;Tt'*;r tre'r ecrcers, f: 
I ears fro.- a •ece^a"; -urc ^'^er neecee, trer ; seeder e^ later, tre e^.eleyers 
in tne states -^itr tre rigrest -rere i oyr.err -ites ^ili re recuire" te pay 
higrer payrci: ta>es. trar tre er-eloyers _ ir statf-s ^itr. I ewe-_.^re-p:oy-ert, 
!f sore kir: of "ecual -iz: rg,'* rcr-repayarle feceral grart. is ^ace a.ailarle 
to states ir ^ti:-.es ef ncevy -rer.pl oy:^erit, tre or ice c' tre grarts "ay re a 
surstanrial ixtersi.or _of _ f.eeerc:' cor.trc"I_ c-:er tre payrol; tax rates arc 
benefit levels i^ tre states receiving s-.cr grarts: 

"^^ furca~e"tal alternative to a ras: c _ restrict. rir:g of :;C 'i- 
nances, is to civer: as ^uc:. of tre rurcer of recession urerol oyert as 
possible fror tre -eg^Iar :.C system. Cre relati^vely sr.all step' in this 
direction «0-iIc re/or ere feceral govern;. ert to pay tre entire cost of tre 
Extenceci iZ.erefits orcgrar., instead of requiring tre states to pay ralf of 
the- cost.* If tris arrange;ert raabeen in effect curing tre 157Cs, it 
would nave saved tre states 33.3 fiilion, arc r^cre tran naif of tre savings 
HOult nave gone to tre states that were *orcec to Sorrow f'^or the fece^al 
loan fund. Hence, part of tne pressure on state funds wolIc nave been 
eased. Tre adcitiona^ federal cost could re covered_ either ry a sr.an_, 
unifon?. increase in tre ^ederal share of tre payroll tax or all er.ployers 
in the nation o-" by appropriations fror general revenues. 

rcre basic question, of _ social pol icy is, row rary bi ll ions of 
dollars srould the rati or devote -to r^in^aininc tne incores cf those wro 
^ ^ '^^0 l-'t a r i 1 y i d i e beccu se of a reces s i on ? Th is is a ques t i on wn i c n 
apparently has received little conscious attention. Uhen regular jnen- 
p:oyrient benefits rave beer exhausted by large rur-bers cf jobless people. 



N - 

♦As shown in Appendix other temporary extensions of benefits were paid 
for entirely fro*r5 federal funds, 
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sjppler.e'^ta.; extens:c':s nave beer^ e'^actec 11-*; e cons' :er:iticn or 

jner-:3-.r.ent Der.e-"it5 nav^ -een Z^.e "first :ine" cf Gefer.se a^clrist re- 
cess: cr-.i--uce?. JwD:essness. :es<:te. .?>:te^s:2r5, so.::e persons exnaasi 
their elv::Di:it/ -cr sue: rere^its '-esch ^ne :^sz line o-" ceferise 
a^airist i'r^cc-vi ':css, wnich is ore or --re cf tr.e we: fare prccrar^s 
previD-s:/ ::sc-S5e^. Durir>^ t-e /^dtion^ncredsea its expencT- 

•ures Der^ei^its anc: ^e:*sre..::v roc;j^:y S3C ::il;ion over tne leveLor 

t.:e tnrev n-c-recessi ye^rs. So^e o- trat increase— perhaps ncre tnan 
'^alf 't— «cs jrav:i-d3:e, 3jt_ sureTv .so:-e part of it cou"Ii have t>eer: 
used t: •'rc'^te ot"-er pr:-.:ri:-5 vr^icr! prcviae wcrK or training opportunities 
fj- t^e ::::ess i^steac of zlyir.; zr.e-. fcr :o:ng nctning. 

-."ei-p^cv-irrt irs^rdrrce be-^efits ere 'ost epproor iate . fcr workers 
-vhose :;olessr:esr re:2ti^e:y snort-ter-;, arc fjr-tnose wno seen to have 
a -ecSj-ao:e :i:in:e o^ -^inoi^J :t::er oj;: vi" ert. ^:c:fjre udy.,:ents are ..K)St 
ap^ro:.r-:cte t^cse ..'^0 are ::'^^::^^ to ^cr... I- J.jt^een these {groups is a 
::ii-:::e c^y^z zd^"Z^-:Z o^ ^c-k^rs ^-^0 cc- -sjiTy fin;:_an- no'c job^^ir: a 
r;-^t ^do^r .^ir^et. Out <^rc canr ot _5uccess f-^ V coi^.pete>^tn ti:e :.:iMions 
0-^ :rtte''-c.5: If :eo .;-r<ers ^-^O- 'ose t::eir ;oos anu enter the job .ca^pe- 
tit'on rt^-^n ; recession -^its. It is tnis ;-:Cc:e ^;rou>, which is en'ar^^ed 
ty a -vJeis:on, ^or .-.nx': -^e>:trra' ^ -pj oy: enz.u'rc trai ni^n- procra...s d-e liOSt 
cl^r^ir^cte: .'^e-i ^zsc^. s cr-i - ace, cs fiey jndojijtec^y ..iil oe.ir tne 
ror:t-o i'^ri-, -o" t:;ij j ■ t-:':s ' rn of jr.-^p'oy e^t insurance pay-^etits for 
pe-iojs ii ^■■orz as .;ee<s,...e sncj^c whether tnis is tne best use 
t^^at zz^- re -:ace c- >ub'i: •u'^cs. 

-5 O'-'T-'io^s:/ ';oteu, .rapii ex:.ansi;:'^ <^f e!::c: cy::ent anc tr^-ining 
-^ro^-c:-5 z-.z ".Gt occj"' in tne 19755 'jntT : rezo'j^ry fror; tne. reces-^.Ip'J was 
»ei't ;njer ^ay.* Zesp:t- tne r^cO'^ery, unei-ploy .ent v;es sti-H ':i'j^- (/'.A 
percent; -'er tne '^c.; aC' i ni strati OA. *ooJ<^_ of f ice. ^i thin a fe-^ :.,ontns, a 
lar-^e e'xparsiot^ of erpl o>T-.ent and training procran^s beoan., witn particular 
ei:pnasis on the Puonc Service Lnpioynent (PSE, .r^rograr. Concurrently with 
tnis exparsicr:, tne ^e/e: . o* . unerp*! oy: ;ent insurance pay-.ents dropped 
s'r)cr;::y, ir.c welfare oay ents le^^e^ed c-f—nr, -.ore accurately, increased 
at a s^o^.e'' rate. 

'-is pcst-recession experience jrcerscores what ;nay _be a fair.y 
ODvic-s ^o:nt. Erp^oy.ent ano trainir;. expc-'^-i ture increases a^o the ::ost 
e*''ective— ir.ceed.. a'.rost the_ _on1y avai 'ab^e— Tnst^ur;ent to relievo exces- 
sive iri. aan^erous pressure on the une.-p^o/'^-"^* -"^ hsj.ranc.e and incpj-:e :r.ain- 
tenahce proor-r^s. 'ne direct cost of erployr^ent and training prograiMS is 
hi:;her in the Short '"un than the cost of tr,c support payments provided by 
uner.;p:oy:er,t insurance and welfare. ?^urtner^ore,_ .i t _ is _ rnainly federal 
dollars' ratner than state a-.a -local funds that ar;? spent, out in the 
lor;;e'* '•jc^ tne net cost o^' -j- r/oyent anr -^r^-nin: proc;ra;r,s s^ens-alncst 
certav'.ly to be le^s tnan t-ie cost of ex ive reliance on uner:ployi.Tent 
insurance anc ■.jei*':ire. 



*Tne accor.;:anyin'x paper by Vernon \\ Hriggs, Jr., traces in detail the 
develcp--^nt of Public Service Er,ployi»ent ?rocjra::s in the 197Cs. 
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of erp-iv::e-t -r^c z^iiir.-r-. ;r-c^.-i-s. "'^s H -^c. t'^ ^Icce review ai: 

ciscussTC-^ ."'^e. .v-e^-c' _ c::ri:y c- 5l-c:es z' t-ai-ir- ;:r::rar:^s 
c::r:c';:.ce. tr^^t. sc::e :rs^, -vese zr^-crs .le^c "cere- : ts'—ir 

exceec .t-^e-r ccsts... Tr:s:-e :s. z^sz sor^e as .-et te-tati;^ evT-erc^ i-at tre 
•.:cs: Cii^z:c-z^:ez :;z-ti c : parts J r er:U; e't :-::ra' s :en: -ave -igre- 
ecT'^ini.s a-:: stecr^e- ^ - -t^fter j:^:"::c;ca*':;'_ _ a-. _cx-a-=cle 
perscis ..-r.ra^e.rjt ^art^ci^-te: ir s^cr ::-c--a's. '-at :s.*-y t-^e "et, 
iD-j-run :cs:3 e^p::y'-e':: ^r: t-airl-: -rtgra^s a-e -nuc- ^ess t-cr tre 

~ax i-ts, ::c'-:':.:ar'y -ezcict: ons t-e -'ece'-c:': Inco'-e ta<, -ve-e 
d-.ce ger.e-a^V/ ac:e::tec cz tr.e "certerp-iece" e--::: -y-en: zz^iz^. "a/. 
Ci-ts are_5:_:];_ i:jr:y fa.c'-e.: cy sore pciiticia^s Dctr pc'itica^ 'iTc-tles 
as ire De^t arc -est stv^ous re'^ecy •o" -jre^:?: cy err. 're-e :s ever, a rew 
scnoc; 0- t-cu:-: A-'c^ r-esc-^ces tax c-ts as a e-y 'zr Tr-:at':n. ^jt 
tre ..evicerct: *r s-rpc_rt -r .-ece-e: tax c-ts ^s ^r e-'-ect^ve re-ec^ -O'- 

_ 3ecA-s_e 0' _Z-e :-tter:-::r cj^rert'y De:-^; giver tc tax-c-t- pro- 
posals, 'z leers ^artnwr-;; _zz T^V-st-dt^ tre pent jjst "ace. "-^e ■;::-s- 
tratlor :s ac^ittedw sr^p:**:ec -cr :-ie sake zr crev:ty. Icrs^cerafic-^ of 
t^e cor;p': -gathers .>ricr_ spring -r ^r/^ ^^r^^ "^.^ infcr:-.ec reacer 

woulcl gr^ratly .exterc the ciist^ssioi ^;UrOj: jf"eit:y rrccifying t^e ccrc'lLi- 
s:on, Cra'-t i cx'::ares :re jcc creaticn effects if 3 -e^erc' :rco:.e tax 
cut wjf^.s ^rvss_ _tcst_ c: S;>_D::;:cn wi f;. tre Jv'o creatior effects .0^ a 
Pub'ic Service £r.pl3y-«rt -ro^-a:.. also wi tr a gross cost- c* SS 
Tne joD-creat:cn e'^fecrs o"" tre tax c::t are bise: or cetai'.ec estimates by 
the Cc-rc^ressicnal "jcget -ffice. 

'ac points :::e5er-'e specie] er-pr.as:s. :r tre ^nitia; transaction, 
or *'f^.rs; ro-rc," tre -ere trarsfer.of -^jncs ^''afv.tre -eceral govern::ent to 
taxpayers oDviousiy cces not create any ;o:;s at al]; or :y wren tre tax- 
payers start spenising so'-e of tne tax cjt is there a jcD creation effect, 
^n-. .ever at_ trat ?oint,_ t^ere _a**e r.any "slippages."* \zz every collar 
spent ccntriD'jtes to the creation a new joo in tre eccrory {sor^' cellars 
are spent 0^ imported goo^s, sor-e goods are soli out of irventon/, sone 
increased demand is r;et by lengthen: ng_ tne hpjrs. of _work . o^ trose al reacy 
e;.:pl eyed, arc so or}, Zoripare the transactions ensuing froi:: tre establ isn- 
r:ent 0^ tre ^Si Drcgrai:;: Jn the first rou^d, about :,OCC,CCG jobs are 
created; trat "is tre essence of tne fjrst-'-purc transaction., __Then -^n tne 
second rc-nd tre spending _of ^aycnecks by tne ?SE participants is assur:ed 
to have tne sa^e job creation effects as" tre spending of tar cut ::Gficy by 
taxpa^-ers. The end result is tnat,_ coJV3r-_ fp.^. d_ol_lar, _tre _-S: program 
creates aDout i'-ur tin^s as rany jobs as tre tax cut, :t snould also De 



•It should be noted tnat the "first round" effect of unerrpl oyr:ent insurance 
benefits on enployrent is also 2erg,_ Tne second round effects are suoject 
to tne sane "slippages** as tnose described above. 
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CxpHHs^n of Jcb ureiriC'ri lax L: 



-:--^:s-3re3:e^ 



Iransacticf! 



uGbs Created 



'jcverineii: trsnsrers 

a,003,00;,K :3 

/5-l.X:il]i:n taxpayers 



i^aces to ?S; hii-es 



lacayers.s^enc.^art c: 
lax c^t, save part 



?S: hires s:ei(l par: 
cfxa^es, save par: 



'I 



!?ecipier.ts taxoayers' 
expenjitiifes spend part, 
save part . . . etc. 



Recipients of ?!: hires' 
experdittires speni.part, 
save part . etc. 



320,030 



LoK.OOO 



ERIC 



obseoew triat. _tne nar-icral iricixje "is incresssc! i.ne va'iie of wnatever 
services the :jartic'ip2'^ts D^rforr^ for me^r salaries, ^^".o-'er coffer- 
er-ce is tr.ct t^x cjZs_ gCi _bv ar^c ]a_r^ej lo secr.ents cf ir.e Dcpulaticr tir^dt 
ilreeicv receive enoucn incos.:^ at.^ecst to o€ taxpayers; tne 5S£ .Jors, cn 
the otner i^and, can anc 'ar-^eiV nave been "tarcetec" on tne 1oni,--terr; 
unesnpiovec anc tne *elfare_reclpients_wr:Q benefit, little if cZ frcr. tax 
cuts. FinsT;y, it sr.o'^iC be er:p^asizec tiat r^^e ^SE cc-Tlars create as r-^r^j 
JoDs in zr.e i^-^^vate se-c-to-r as tne tax cut ccHa'^ co. 

Ue are concerr'-ec ne^^e witn rax cuts as an i'^strur.ent cf er.pl cy- 
:;ien.r pel icy, especially as zz^-^^^rec ,«itn ctner available in5t^ur«nts pf 
er:pl oyT-»ent _pclicy. Tne -iscussicn is_ not inte'^Cec ic ir:pl / tr.at nc case 
can be nace on any grour^s for tax cuts -Dr ^tr snifts in' tne curten of 
taxes.* -::cr Co ^e ccns_icer tne i.erits cf larce tax tuls, spreac over a 
r.urber of years, as i.re-.ecy for inflation. The Basic arcar.ent in support 
of tnat approtfcn is tnat f^e tax cuts wculc induce sucn large increases in 
invest-T-^nt, -productivity, output anc— ultir^tely— in erployr^nt tnat in- 
flation iwcj'! :J wi tner _away. Whatever nay be tne likelinooc of sucn an 
outcor-^, i: obvicusly has little relevance zo t'e unerployr-^nt problei-s cf 
the rece^s^pn nov; begi rn^n^;, ^rich is tne fccus :* tri s stater.ent. 



Policy Conclusions 

1. Tne nation reliec too r^uch on uneripl c;-':'ent i'lSurance anc otner incorre 
;^intenance progrcrs during tne last recession, anc too little on 
er:plcyr:ent anc train in^- orO'^rar;5,_ _at_ least rurin^ tne years of ni^nest 
uner/.ployitent, I.97i-;5. Tnis excessive reliance left vi^^tually" all 
state unenployr.ent insurance reserve funcs in a weakened condition 
fror^ i«micn tney have not fully recovered even now. 

2. Because of tnis weakened conaiticn of :TOSt sttte unecpl oyr.ent in- 
surance reserve funds, .eg^'ally heav^ reliance on uner:pl.oynent in- 
surance in tne current recession. (even if it is socewhat less severe 
than tine last one} would probably bankrupt a majority of the state 

forced borrowing fra?. the . federal loan funci to r^e-t current 
benefit payr<ents would create grave proijle^s for the near future, and 
conceivably could corpel changes in the basic structure of a valuable 
and nighly useful i nstru::'.ent of er^ployrient policy, 

3. Tne extension of unenpl oyr.ent insurance benefits for as long as 55 
v.'cchc ic an undesi -^able w^y rn r^et the orobl©: of uner.pl oynent. 

4. ;ny extension of benefits beyond the period normally provided by state 

aw should be paid for entirely by the_federal . governnent, instead of 
requiring riatching funds from strained state reserve balances. 

5- "''^^...^^P^.^slon of enplpynient_ and training prograns as recession-caused 
uner.plo.yr»ent increases is tne best way to relieve undue pressure on 
tne unenployr.ent insurance systen. Unlike erploynent insurance, the 



♦One of the frequently-nentioned possibilities^ for a "tax_cut**_in the.near 
future is a cancellation of the Social Securitytax increases now scheduled 
for January -1981. This kind of **tax cut" will not create ;ah^ jobs, al- 
though it night prevent a job loss which night be caused by the tax in- 
crease. 

36 

39 



cases. t-^e 'en:, ^r, iesp-rte ^:^h5r i-Ttid! zests, erprasis en 

e'-::j-:er.: a-c :r:K;rcrs dctuallv ccst :ess rr.an re- 

7=25 "j-^rS are "ine ^e^st ccst-effec;.tve -irstr^^^-ent *or recuc-inc jr:ef.;- 
p:c^^."^r':: T-erc .iv a^eq^ate :usti-'icat';::r: -'or rax cuts 'c^ tne 
5r;:ft*'".c^ cf ta^ '^^rcers zr. ot^trr grcur-s; ::ut we now nave at rianc *ar 
"3r^_ ■^^^-^j*^ ^-^st-^^icrts t-^an tax c-ts to re:ieve t::e burcens cf 
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APPENDIX A 



PROGRAII EXPLAHATIOilS— UNEflPLOYriEriT fNSURAiNGE 



UI - Regular .state unenployrnent expenditures. Funds generated from 
state FUTA tax. i-!ost connon inaximuM--26 weeks. 



UCFE - Parallel to UI, for federal enployees now unenployed. 

UCX - Parallel to UI, for federal servicenen now unenployed. 

ES - Federal-State- Extended Benefits. For those who had exhausted 
regular uneriplqynent benefit_entitlenent_. riaxinun entitlenent to 
UI and.EB not. to exceed 39 weeks. ProgranV'triggered on". by high 
covered unenploynent levels, either statewide or nationally; nust 
be approved by state. Costs shared 50-50. 

FSB - Federal- Supplemental Benefits. Additional benefits to unenployed 
whc had exhausted cnti tletnent to Regular, and.Extended Benefits. 
Authorized under PL 93-572,. the Emergency Unemploynent Conpen- 
sation Act of 1974. Expired February 1978. Ttaxirnun entitlenent 
to UI, EB, a^nd FSB originally not tp_.exceed _52__weeks; later 
extende<^ . to . .55. .weeks. Funds from Federal government (Expired 
January 31, 1978). 

SUA - Special ..Unenploynent Assistance. ?lade benefits available to 
unenployed workers whose previous enploynent had not been covered 
under the permanent programs, such as workers _in elementary _and 
secondary _ school s _ (55 percent), local governt.ient administration 
(3 percent), agricultural workers (7 percent), and other workers 
in households, services, or nondurable _ goods, manufacturing. 
ridxi.mum_ent.i_tl_enent of 30 weeks. Authorized under PL 93-567, the 
Emergency Jobs and Unemployment Assistance Act of 1974. Funds 
from Federal government (Expired June 30, 1978). 
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APPENDIX B 



RESERVE RATIO MULTIPLES 



Tne reserve ratia nultTple is a fraction. The nunerator. is: the 

current reserves in- the state's UC fund as ^ perc^ntaje of total covered 
w?gcs (on an annua] basis). _ _The denominator . the_. highest. 12-nonth 

benefit payout in past experience as a percentage of the total covered 
wages in that period, 

Example: ..If .19.75. was the "worst" >ear for State X;. if it had 

paid 5. percent of the total covered wages of 1975 in 1975 benefits; and if 
X now has d reserve fund equal . to _5 .percent of th?s year's total covered 
wages, then the reserve ratio nultiple is 1. 

If' our C5lcul a tions ^ _the_ .reserve _ ratio j.wlt.iples for earlier 
years, inostly .pre-.1975) have been adjusted . for 29 states by changing the 
percentage in the denan'nator to the particular state's worst year prior to 
1979, either 1975 or 1975 (29 of 52 Jurisdictions had their worst year ]n 
history__in either 1975 or 1.97.6— nost in 1975). The "current" .nul tiple 
calculation is probably overstated . This places the current nultiples for 
these states on a basis that is properly coriparable^ to earljer. (pr.e-19.^S) 
yea.i^s,. In_ short,_ we use. the same denoniina.tor for aVT^ years for the par- 
ticular state. We cannot see any systematic bias or distortion in this 
approach, bi't we invite the cements of better-qualified experts. 

The nuribers per se probably - nean less than the direction and 
nagnitude of change over tii:)e, especially the recent past. The jraph . seems 
to us to _provi.de an _.il lyninating insight into changes in the relative 
financial strength of the total UC systen. 
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Historic Reserve l«uUiple Recomputed Reserve Multiple 





1 973 




1975 


1976 


197-2 


4974 




1976 


9/30/79 


Alabamd 


1.01 


:S5 




* 


.89 


.76 


♦ 


♦ 


.41 


Alaska 


1 .12 


.32 


.71 


.69 


1.12 


.32 


.71 


.69 


.47 


A'-iiona 


2.71 


2.70 


.54 


.26 


1.27 


1.26 


.54 


.26 


.88 


Arkansas 


1.15 


.98 


.01 




.71 


.64 


.01 


♦ 


.24 


California 


1 .03 


.87 


.38 


.38 


.98 


.34 


.38 


.33 


.94 


Colorado 


1.62 


1.29 


.56 


.37 


1.62 


1.29 


.56 


.37 


.83 


Connecticut 


- *- 


* 


* 


* 


* 


* 


♦ 


♦ 


♦ 


Del awa re 


1.43 


1.16 


* 


* 


.85 


.69 


♦ 


♦ 


* 


D.C. 


l.SO 


1.01 


* 


♦ 


.91 


.61 


♦ 


♦ 


• 


Florida 


1.59 


1.51 


.23 


.07 


1.04 


.93 


.23 


.07 


1.04 


Georqia 


2.64 


2.47 


1.07 


.78 


1.97 


1.84 


1.07 


.78 


1.05 


Kawai i 


.70 


.44 


.10 


* 


.49 


.31 


.09 


* 


.66 


Idaho 


1.88 


1.78 


1.43 


1.23 


1.83 


1.78 


1.43 


1.23 


1.26 


11 Hnois 


.75 


,S1 


* 


* 


.63 


.74 


* 


* 


* 


Indiana 


1.S5 


l..:5 


.73 


.69 


1.50 


1.40 


.73 


.69 


.93 


Iowa 


2.23 


2.07 


.63 


.41 


1.45 


1.32 


.63 


:41 


.30 


Kansas 


1.79 


1.91 


1.71 


1.59 


1.79 


U91 


1.71 


1.59 


1.66 


Kentucky 


1.22 


1.21 


.70 


.57 


1.22 


1.21 


.70 


.57 


.55 


Louisiana 


.89 


.93 


.81 


;33 


.89 


.93 


.81 


.83 


.59 


Maine 


.56 


.60 




* 


.55 


.60 


♦ 


* 


♦ 


Mary! and 


.76 


.76 


.13 




.75 


.75 


.13 


* 


.68 


Massachusetts 


.63 


.42 




■ 


.43 


.29 








Michigan 


.57 


.38 






.57 


.38 








Minnesota 


.61 


.45 






.57 


.42 






.59 


Mississippi 


1.62 


1.69 


1.14 


1.09 


1.62 


1.69 


K14 


1.09 


.70 


Missouri 


1.65 


1.60 


.38 


.32 


1.06 


1.02 


.38 


.32 


1.59 


Montana 


.72 


.54 


.19 




.72 


.54 


.15 






Nebraska 


2.01 


1.77 


.55 


.70 


1.31 


1.15 


.56 


.70 


.91 


Nevada 


.66 


.49 


:03 




:65 


.49 


.08 




.78 


New Hampshire 


1.92 


1.74 


.62 


.63 


1.40 


1.27 


.62 


.63 


.96 


New Jersey 


.29 


.07 






.23 


.05 








New Mexico 


1.60 


1.41 


.98 


.83 


1 .60 


1.41 


.98 


.83 


1.11 


New York 


1.17 


1.07 


.41 


.14 


1.02 


.93 


.41 


.14 


.29 


North Carolina 


2.44 


2.49 


1.05 


.71 


1.72 


1.76 


1.05 


.71 


.97 


North Dakota 


1.27 


1.24 


1.04 


.89 


1.27 


1.24 


1.04 


.89 


.45 


♦Indicates that 


state is 


in debt 


to the 


Federal 


Unemployment Trust Fund. 
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iMstdric Reserve Multipl 





1973 


1974 


1975 


Ohio 


1.06 


.99 


.37 


Oklahoma 


.90 


.89 


.34 


Oregon 


.86 


.68 


.14 


Pennsylvania 


.64 


:S2 




Puerto Rico 


.47 


.11 




Rhode Island 


.52 


.21 


* 


South Carolina 


3.01 


2.83 


.56 


South Dakota 


2.75 


2.36 


1.3S 


Tennesse 


:.5s 


1.59 


.89 


Texas 


1:32 


1.20 


.72 


Utah 


1.35 


1.41 


.71 


Vermont 


.16 






Virqinia 


2.53 


2.^7 


.32 


Virgin Islarcs 








Washington 








West Vircinia 


1.23 




.65 


Wisconsin 


1 .55 


; .47 




WyOnina 


1.46 


1.29 


1.24 



Recomputed Reserve Multiple 



1976 


1973 


1974 


1975 


1976 


9/30/79 


.22 


1.06 


.99 


.37 


.22 


.45 


.16 


.90 


.89 


.34 


.16 


1.19 


• 


.86 


.68 


.14 


* 


.91 




.64 


.52 










.36 


.09 






* 




.35 


.14 








.41 


1.42 


1.33 


.56 


.41 


.60 


1 .29 


2.75 


2.36 


1.S8 


1.29 


.72 


.72 


1.58 


1.59 


.39 


.72 


.75 


:55 


1.32 


1.20 


.72 


.55 


.68 


.47 


1.49 


1.14 


.71 


.47 


.72 




.n 










.55 


1.95 


1.76 


.82 


.55 


.42 












.34 


.54 


1 .20 


I.IC 


,65 


. 54 


.25 




1.26 


1.20 


.44 


.54 


.95 


1 .23 


1.46 


1.29 


1.24 


1.23 


1.31 
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APPENDIX B - TABLE 2 
FRECUEfJCY DISTP'BUTION OF RECOMPUTED RESERVE MULTIPLE 

Recomputed 



Reserve 
MliI tiole 


1973 


1974 


1975 


1976 


^/3G/79 


1973 


1974 


1975 


1976 


9/30/79 


* 


2 


3 


15 


21 


14 


3.8r 


5.8*^: 


CO . C . 


*»U . *• . 


26. 4^!: 


.01-. 25 


2 


3 


7 


4 


2 


3.8t 


5.8- 




7 7''-' 


3.8% 


.26-. 50 


4 


5 


6 


7 


7 


7.7r. 


9.6% 


11.5' 


13.5% 


13.2^; 


.51-. 75 


3 


8 


12 


n 


11 


15.4:: 


15.4* 


23. r: 


21.2* 


20. 8r 


.76-1.00 


o 


9 




4 


n 


15. 4-, 


17. 3f^ 


7.7: 


7.7r 


20. 8i 


1.01-1.25 


7 


8 


5 






13.5'. 


15. 4r 


9.6 


5.8: 


7.S% 


1.26-1.50 


10 


8 


1 


1 


2 


19.2*: 


15. 4^ 


1.9: 


1.9^ 


2.3% 


>i.sc 


11 


S 


2 


1 


2 


100. 0^ 


i5.4r 


3.8: 


1:9:- 


3.8Z 








CU^AJLATIVE rREOUENCY DISTRIBUTION 
OF RECOMPUTED RESERVE MUtTIPLE 








* 


2 


3 


15 


21 


14 


3. St 


5.8-: 


28.8;. 


40.4:- 


26.4: 


Less than 
.26 




6 


22 


25 


16 


7.7^ 


11.5: 


42.3-. 


48. ir. 


30.2? 


.51 


8 


n 


2S 


32 


25 


15.4- 


21.2* 


53.8" 


61.5'^ 


43.45 


.76 


16 


19 


40 


43 


34 


30.8" 


36. 5T 


76.9^ 


82.7-. 


64. 2^; 


1.01 


24 


28 




47 


45 


46.2' 


53.8": 


84. 6r 


90.4^: 


84. 9^: 


1.26 


31 


36 


49 


50 


49 


59:6r. 


69.2'.: 


94.2*: 


96.2:^: 


92.5*- 


1.50 


41 


44 


50 


51 


51 


78.8"^ 


S4:6', 


96.2-- 


98. i:- 


96. 2t; 


2.75 


52 


52 


52 


52 


53 


100.0^ 


100.0-^ 


100.0". 


lQO.O*r 


100.0^ 



42 




GETTING AT FUNDAMENTALS IN THE FY 81 BUDGET 



by Garth L. Mangum* 



. Th e_ TO s t _ y i r u le n t _ 1 n f 1 a t i 0.^^ t enp o r a.r il y p n 1 y 

because unenploynient. rises more rapidly than, it has at any tinie- for 40 
jjears- And the slowing is only to an inflation pace never reached in any 
r 1 a s t _ th ree _wa r s , wh i 1 e u n enp 1 pyme n t s h oo.t s u pwa rd f r on a 1 _ow po i n t 
considered a recession level less than 20 years ago. Add- to tKat -the 
outlook that unei.^ploynent will rise to a peak above that of the 1974-75 
recession without _infl_eti_on dropjD.i_ng__to its__197_6_ low.. Then anti-recession 
efforts in 1980 ;yill bring anenploynent under control in 1981 Only to see 
price rises at the peak of the next cycle outstripping those of 1979. 



A gl cony prospect?. Yes, but all too likely unless sone set of 
policies are identified which are as unorthodox as the dilemna in which we 
find ourselv_es.___So what, is proposed.?. Following up on a brutal monetary 
crunch by the Federal Reserve Board, tbe Congress ana the administration no 
sooner convince themselves that a balanced federal budget is the key to 
ecgnpnic heal th than the__buil t-in ecgnomic.stabil izers make budget balance 
fiscal ly unl ikely while the pressi-ng needs of mil lions more unemployed make 
it politically impossible. Orthodox anti-inflation policy says raise 
taixes, cut public _ expenditures, . an_d_ tighten the money supply. Orthodox 
anti-recession policy would be exactly the opposite. A reexamination of 
the basic forces underlying the current econoi.iic paradox suggests that it 
n^y.i>e^.possible_ to _do. some _gf . both w1th_gcod effect. In fact, a new set of 
circunstances.tnay even dictate tax increases during a recession, a practice 
we now ridicule as pre-1932 r^eanderthal economics. 



8asic Causes 



THo current ecdnonic situation is totally unique- in U.S. history. 
Never before have we experienced serious inflation except during, o.r _ i ri- 
med i_ately__ after. _a_ war with its cocibination of swollen money incones earned 
by producing goods and services which are not offered for sale — too much 
money chasing too few goods. Periods of unemployment ha_ve _al_wa;ys had their 
own_pne basic .cause--total .expenditures .inadequate to purchase all of the 
goods and services all of those who want to work are capable of producing. 
The post-1973 situation is very different but no more difficult to under- 
stand. i_f we stop assuming familiar causation and accept a new set of 
real ities. 



*?firth. L.. Kangun_ _i_s . Mc.Gr.aw. Professor, of. .Economics and. Management and 
Director of the _ Institute for Hui:ian Resource Management at the University 
of Utah, as well as Chairman of the National Council on Employment Policy. 
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Inflation 



_ _ Qn the inflation front, the disease -is a national connitment to 

take out of the econony more than we are willing to_ put into it. The 
i^^ediate synpton is _refus_a.1 . to. . accept the inevitable decline in our 
Standard_of living which must follow dependence for our most basic energy 
source upon those not equally needful of that which we produce. 

_. __ Ve declared a noble war on poverty at a tine when it was rela- 
tively costless. -The econony was running with a considerable degree of 
slack. Productivity was high.. Social welfare . expendi tores could spark 
real growth, a part of which could be reallocated to the poor with sone 
part of the gain left over for the rest of us; .everybp_dy_ coul d be. better 
'^e ran into trouble only, when _we .pursued sinul taneously guns, butter, 
social, refom,. and. a relatively light tax load. We night have had any 
three but not al 1 four. 

_. _ ._Sut. the. world changed far .more. radical ly after 1973. The prices 
of oil froJti fore^^n sources junped literally overnight by fourfold and then 
pushed persistently upward to twej v.efol d. . In U.S. . terms, that lueant that 
every _ barrel .of oil ii.iported nust. be paid- for by trading for it at first 
four tii.ies and now (considering higher prices for our goods) six tji.ies as 
nuch of the goods and services .we. might otherwise use for ourselves. 
Adjusting. fo.r_the added, dollar value we now place on our own labor, the 
average -/V.ierican now works about six hours to buy the oil fran abroad which 
ha received only eight years ago., for. one hour of labor. .All of these are 
hours.no longer available to earn the other components of our standard of 
living. 

- Re_hav_e l_irited options: (a) we could buy less foreign oil; (b) 

we could produce more to trade by ncre of us working longer, .Sarder, and_ 
nore productively; (c) we could sccept_ a _lo.w_er standard _of living and set 
out to share it equitably; (d) .we could for a short tine nortgage our 
future by cutting our savings rate and increasing our credit purchases to 
riaintain our accustomed standard of living; and (e) we could each scranble 
conpetitively for a larger share of the available less, hoping to unload 
the burden on soaeone else. 

... . ... The choice we tgrk is obvious in retrospect. .We increased, not 

decreased, our oil imports. -U'e.did increase our labor force participation 
rates with nore workers per fanily strugjglin^ to raaint_ain _accus toned. 1 iving 
standards. We cut_ our Aavin^s rates 'to spend , on consumption what night 
once have. gone to producti-vity-incr.easing investnent. We went deeper into 
debt until eventually we had to slow up to repay. We tried to hide our 
inevitably reduced real incone behind a facade of money incones. 



And Uneripl oyinent 

The demand for labor is a derived denand--derived_ f^on the denand 
fpr_the_§ogds_and _s_eryices labor produces. There is only one way to create 
Jobs.- soneone nust spend noney for the purchase of goods and services. 
Purchasing oil from Arabs does not create jobs in the.United States unless 
those dollars eventually nake their way back hone to purchase the products 



Ot -Adericdn labor: But now not only the U:S. but the whole industrial 
world pours its earnings into nations which do not have either the con- 
Sunption .or the investment capacity to ab.sorb expendi tures_ at. that, level . 
During this year the OP£C nations will receive ft. n foreign earnings 
between SSO billion and S120 billion nore than they will be able to spend, 
no i.idtter how profli^jate they nay be. 



What is the classic way to slow econoric growth? liaise taxes 



without increasin^^ public . expenditures,, absorbincj potentid_l_ purchasing 
power by generating a budget surplus. Only now v^c have g-iven others the 
power to inpose that tax upon us, recjardlcss of our domestic needs, and to 
garner the surplus to thenselves. 



This is not necessarily to fault the OPEC nations. *!any of then 



a re _ do i ng th ei is e_l v i r re t r i _ev ab 1 e dai.ia ge , in pa r t . i n _re_s po ns e_ to _ pg 1 i t i c a 1 
pressures froii the industrial world. _ They.are draining out of the ground 
an irreplaceable resource in return for idle coinage they cannot use, en- 
ployiny in the process foreign workers who will leave nothing permanent 
behind. 



I icd n wh i 1 e . we _ ii d tl 1 e a r n e_d we_ c_ou 1 d not have g un s j_ butt e r * s o c i a '( 



refom, and light taxes. >ie. have yet to learn that, we cannot have - oi'l , 
butter, social reforr.i, and light taxe:s. l!e have learned that deficit 
financing could spark .ecpnwMlc _ or qwth _ and buy costless. pro.gres_s_ when there 
existed idle resources and the potential for both producitivity ana pro- 
duction. An economy which has allowed its productivity to run down by 
^ailing to reinvest i.n _i t,_ ..has raised its labor .force .participation rates 
fts fast as we have, has failed to keep up with. the problens of structured 
unei".iploynent, and has been laggard in adjusting its unenploynent inaicators 
to_ measure _the_ real _ si _ack _in the__econony has few real resources to be 
ignited by the spark of deficit funding. 



Any real solution r.ast deal with ""'•;jl causes: 

1. Reduce dependence_g_n fqreign energy sources. 

2. Restrain total expenditures to rise no more rapidly than the 
increase in real output. 

3. Increase productivity .as well as p_rod_uction_. 

4. Equitably share the inevitably reduced standard of living. 



to _ u s_e .up s one o n e e Is e ' s _ _ s c a r c e . re_s o u r c es . and _ sa y .e_ o^n e^* s_ _ own 



woald .be wise policy in soue circunistances, if one did not becone addicted, 
dependent, and subject to blackmail. But ours is an addiction succunbeci to 



And Goth 



What To Do? 



Redaced Energy Dependence 




in. tne. abs_ence of policy. There is no methadone for painless withdrawal. 
There are two sinple ways to cut off the flov,: (1) ir.ipose an inport quota, 
either "cold turkey" gr_ in graduaj increnents; (2) impose ari inport tax. 
whi.cb at. current apparent elasticities in the denand for petroleum products 
would need to be high enough to raise gasoline prices by about 50 cents per 
gallon. A'jain. that could be done_.in one increment or several. The result 
would, be a one-tine i.icredse in the average price level, but there is no 
long-tern solution to energy dependence until the domestic price rises to 
least equal replacenent. c^sts for donestical ly. produced energy. The 
resultant drop in U.S. denand for foreign oil woula aid other industrial 
nations and. in the long run. even OPEC nations by loosening their strong- 
hold on the world's e.nergy jugular. Favored treatne-nt for Western Heni- 
sphere.oil. in inport quotas or taxes could pronote a less vulnerable life- 
line as well as good neighbors. 

_ _ _ The. gains- w^Il not bo fully realized unless donestic energy 
iiarkets are then allowed to seek their own levels. The traditional "it's 
the poor who pay" _ ir:position_ _of .burdens can be avoided by compensating 
income redistributions. A. substantial rise in energy prices would pen.ieate 
the whole price level. However, innediate action so . that energy prices 
'"95e early rather than_ _late_in_the recession cycle while other prices were 
easing_would ninirrnze. the impact. And keeping the added public and private 
revenues within the U.S. spending strean would have an entirly different 
effect than rewarding OPEC tine after time: 



Restraining Tetal Expenditures 

"^^^'"^ was wisdom in the once libera] and now conservative adage 
to balance the _federa_l .budget, over .the business cycle witnout allowing a 
persistent growth, in public debt. But even that is a too narrow construc- 
tion. The feC-:ral budget is only a portion of the total government sector. 
Until the onset of _the _curr_ent recession, the federal deficit was offset by 
^ surplus, in state and local government budgets, in part because much of 
the federal expendi ture is in the form of grants _ and. _aid to states and 
localities. However^ Sovernments .are not unique generators of inflation, 
though, they do sanction it by their monetary policies. It is when the 
total of all expenditures by consumers, i nvestors^ and. .ggv.e.rnfTents grows at 
a pace which exceeds the flows of output of goods and services that i"* 
flation becomes inevitable. 

The appropriate, policy . over the ponths and. years ahead is to 
balance, those. .total flows through . a combination of fiscal and monetary 
policies. That may or ttay nor. imply a precise federal budget balance at 
particular points in time. It will mean a iiore restrictive coQbination of 
fiscal and ,:x)ne.tary policies than traditional in a deepening recession. In 
the downsv/ing of a recession when Slack is increasing in the utilization 
'"^^e^ of labor, capital and raw materials., enlarged deficits and easier 
r^ioney do. .not.. accelerate inflation. . The automatic stabilizers such as 
unef.;ploynent coripensation have the advantage that they follow immedidtely 
upon the rise of unemployment and phase out as. it declines:. Discretionary 
policy decisions .are too slow in coming, however, and tend to expand 
expenditures on the upswing of the cycle just when they should begin 
phasing out. Title III of the Comprehensive Employment ,3nd Training Act 



he's, _a trigger expanding publ ic ^service enploynien.t after three . successive 
quarters of high unettiploynent. The funds supposedly become available after 
nine r.ionths, therefore, but with delays Jn .jnplenentation, . e/.pan on the 
Mpswi_ng _is__ali,i_ost_ asured. Yet if the. go/stop, uneriploynent/inflation cycle 
is to be danpened-, aid for the unenployed must cone on earlier and retract 
sooner. An anomaly of the. cu.rre^nt situation is that, creating unenplonent 
^hrough__tight _npnetary. and fiscal policies wi 1 1 do little to restrain 
inflation. Yet once into uner.iploynent the way out nay accelerate inflation 
if not carefully balanced. 



P r4d^ c t-4-v44y - 1 n v e s t r-e n t s 

The courses of the extraordinarily slow proauctivity increases of 
the past decade are too complex for treatr^.nt. here, . but one of then is 
clearly the _ low _rate_ of inve.stnent which.has prevailed over that period. 
That in turn, had a nunber of causative factors — federal conpetition for 
loanable funds, alternative inves^nents in enyironnental safeguards, and 
preference for con^.unption over saving. There are also many prospective 
solutions, but an investnent favoring tax policy is certainly arrong then. 
That long-ter:i need is a strong argunent against consumption-favoring 
anti-recession tax cuts. 



Sha^riricj^He -Cur^len 

All- of that boils down to tne necessity of facing up to tne fact 
that the re«l standard of living of the United States, nas fallen and can 
rise only at the pace .at which the labor force size increases (after re- 
ducing excessive uner:ployi;ient) and output per person rises. But if we do 
nothing to effect the;_pAtterns in which that reducev real national income 
is .distributed, the ccsts will inevitably be visited upon those who are 
nost vulnerable— those wt;o are currently dependent upon social welfare 
programs, those nost vulnexable to. layoffs, those new entrants to the labor 
narket who _have the hardest tirr.es breaking in, and those enployed at al- 
ready poverty wages who will fall further behind. The most direct way to 
protect tnose in such nargindi_status_without exacerbating inflation is to 
Provide, then w_ith .Incomes and erploy;.ient paid for by taxes upon those whose 
enploytient and incomes are adequate and uninterrupted. On the current 
scene, that nea ns reducinci the _ tenpta_tion to. cut.. taxes . (except - for pro- 
<iuctivity_ gen.e.rating. purposes) but under extrere circumstances right even 
involve raising taxes during a recession. 

Unenploynent insurance is one device by which the eiployed 

guarantee the incofies of the unenployed. However, our unenplqynent in- 
surance sys ten is already in trouble, .The UI trust funds of several major 
industrial state_s_.had n_qt recovered fror: the 1974-75 recession before the 
1980 recession struck then. There will have to be basic reforms before 
that systen can bear any greater burdens. 



Public service employriient, supported conceptually by equal im- 
position of taxation upon the working population,, is another usf-^jl device: 
$ubsidi2ed_private_ employment in investment creating activities such as tax 
Supported public works is another desirable approach. 



Cut tne ^irst step is to abdndon tne conventional. vyTSGon that 
taxes riust be cjt_ and_ cannot be allowect to rise donn^j a recession. As 
long as total expend.i tjres rise at a pace equal to the growth in output 
there will be no inflation. Those upon whoci new taxes are inpgsed (or for 
whoc eld 'taxes would othe.r;;ise be cut) will be burdened, but tney will only 
bc_ snaring the burdens non.:al ly vested upon their less fortunate fellow 
Citizens: And in the long run, tne danpeniny and eventual _anj_e_l i oration of 
the inflatjon cycle wi.ll.Jf.^prove the status of all. Tax cuts in current 
ci rcunstances. should have to justify thei:iselves by their Productivity 
generating potential. Direct expenditures to create incomes _and_enployf;)ent 
for anti-inflation policy victins is a more appropriate recourse for 1981. 
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